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Charting the Future Close to Our Nose 


Various articles in this issue deal with the state of business 
in the union at the bend of the century. First comes the 
opinion of important executives, as polled by THE ConFrer- 
ENCE BoarD, on what can be expected to happen in the 
twelve months now beginning. Many of them say they expect 
business to be better than in 1949. From last-minute reports 
on Christmas shopping it looks as though 1949 closed with 
a flourish—at least on the retail side. 


The difficult task of looking into the future by evaluating 
the past is accomplished by the Board’s business economist 
in the second article in the issue (see page 4). He poses and 
gives answers to some of the economic puzzles of 1949 and 
puts the continuing ones into proper prospective for the first 
and second halves of the new year. Not to be ignored, he 
says, is the question of how far “readjustment” has been 
achieved. And he indicates that not readjustment nor deferred 
demand but replacement may be the key word in 1950. The 
strength of this replacement market (which he assays) will, 
he feels, determine automobile output, housing construction 
and capital goods activities. And he pays more than passing 
respects to the tremendous resilience and staying quality of 
-the buying power of American consumers. 


Still another shot at the current scene is taken by Alan 
Greenspan, who examines the boomlet propensities of the 
veterans’ insurance payments now being made. He con- 
cludes that a greater proportion is likely to be spent rather 
immediately than occurred in 1936, when the veterans had 
a bonus. One reason he advances is that the 1950 payment 
is smaller in relation to total personal income than the bonus 
was—and so more easily and readily spent. Even so, a sizable 
amount is likely to go into savings. The current concept of 
savings is not the simple one shown in savings bank adver- 
tisements, which only rarely hint that a person who spends 
money to buy a house or to purchase equipment for his busi- 
ness is also at the same time saving his money. It’s a rather 
comprehensive handling of the whole problem which starts 
on page 23. 


Excise Those Excise Taxes? 


Doing business is not a simple matter these days—a truism 
seldom voiced more often or loudly than when talking about 
government and taxes. With Congress in session again, our 

excise tax policy is again a matter of concern. Should excises 
_ be repealed or shouldn’t they ? Why should they be imposed 
|. on certain commodities and not on others? At what point 
do they pass beyond being nuisance taxes and serve to depress 
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the market ? Have workers been thrown out of jobs because 
of existing excise taxes? If these taxes should be removed, 
how should the Federal Government recoup the attending 
loss—or wouldn’t there be a loss? Should excises be reserved 
for states and smaller government units to levy ? Or reserved 
for the Federal Government only? Or should all units use 
them to take a sock at the consumer’s dollar ? 

The whole subject was threshed about at a recent Round 
Table session of THE CoNFERENCE Boarp. Some of the pros 
and cons presented there are contained in the article beginning 
on page 16. 

eee 
American Gains and Losses 


Based on a recent Round Table discussion, an article in 
this issue of The Record discusses the effects of the recent 
currency devaluation on American business. As might be 
expected, some attributed greater significance to the action 
than others. Again, a distinction was drawn between short- 
term and long-term effects—a good many finding considerable 
of the former and expecting little of the latter. In fact, one 
speaker went back to Greece and Rome and other points of 
call in the ancient world to prove that devaluation accom- 
plishes nothing in the long run. On both counts—the shorter 
long term and the short term—stress is laid on the fact that 
industries react differently. On petroleum—as vital a com- 
modity as any traded in world markets today—the answer 
given. is “no important changes” so far but some significant 
ones may be expected in the long run. It is brought out that 
other factors besides that of relative price bears on inter- 
national trade. One of these is supply—as in the case of 
some nonferrous metals. 

Lawrence Mayer is to be commended for his condensation 
of an afternoon’s solid talk into the confines of a four-and-a- 
half-page Record article (see page 28). 

o ee 


What Changes in Social Security? 


Social security under Washington aegis seems to be a 
regular part of our national life. Before the 81st Congress 
died, the House passed a bill amending and broadening some 
vital parts of presently operating provisions. Like so many 
things in this world, the bill—which the now-sitting Senate 
will be called upon to consider—is said by some to be good, 
by others to be bad, and by still others to be both good and 
bad. Since its passage or nonpassage will affect many millions 
of persons (and the economy itself by the very magnitude 
of the numbers affected) the House bill deserves close scrutiny, 
both as to its intent and the probability of achieving it or 
some other end should the bill become law. Miriam Civic 
presents the story objectively beginning on page 12. 
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Survey of Business Practices 


Executives Optimistic on Business in 1950 


HE MAJORITY of the 182 manufacturing com- 

panies cooperating in this month’s survey of busi- 
ness practices look ahead with more optimism than 
was evident six months ago. Approximately two fifths 
of the participating executives expect new orders in 
1950 to exceed 1949 levels. About a fourth of the 
companies expect some slackening in orders, while the 
remainder look for no appreciable change. 

The profit outlook for 1950, however, is not as 
promising as the new order outlook. Only a third of 
the companies estimate any upturn in profits while 
about two fifths of them foresee a profit decline. 
Although decreased volume will be the chief cause of 
lower profits in some of these firms, pensions, higher 
wage costs, and lower prices will be major factors. 

Only 8% of the reporting companies will go into 
1950 with inventories at a higher level (as a percent- 
age of sales) than at the beginning of 1949. A nor- 
mal Jevel for inventories in relation to sales has been 
reached in most of the companies. They hope to 
maintain this ratio in 1950. 

Nearly half the cooperating companies report that 
the recent strikes had little or no effect on their opera- 
tions. An additional] third report that the strikes 
resulted in delayed sales which will be regained in 


1950. Permanent losses, however, were experienced by — 


a fifth of the companies. 

The busines outlook survey published in the July, 
1949, issue of The Business Record showed that half 
the companies expected fewer new orders in the sec- 
ond half of 1949 than in the first; and three fourths 
expected a still poorer showing compared with the 
last six months of the previous year. The present 
survey reveals that only one fourth of the cooper- 
ators expect any further decline, while four out of 
ten anticipate more new orders than in 1949. Factors 
in support of their belief are: (1) the continuing high 
levels of personal incomes and personal savings; (2) 
depletion of customers’ inventories because of hand- 
to-mouth buying during 1949; and (3) delayed sales 
resulting from the steel strikes. 

Several cooperators express the belief that the auto- 
mobile, steel and home construction industries will set 
the pace for most business during 1950. A substantial 
reduction in the activity of these industries, will, it is 
declared, have a profound effect on all industry. Other 
executives feel that a possible decrease in sales may 
result from higher imports induced by the depreciation 
of foreign currency. 

The profit outlook for 1950 is not so bright as the 
new order outlook, but is better than predictions of 


six months ago. About two fifths of the companies 
estimate lower profits, although none expects drastic 
declines. The expectation of lower profits is based in 
some cases on the prospect of lower sales volumes; 
in others, it is believed that operating costs will rise 
further in 1950. 

Executives assert that it is exceedingly difficult to 
forecast business profits, because of the unknown costs 
of pensions and other benefits which many feel will © 
spread from the steel industry to other industries. 
Unless these higher wage costs are accompanied by 
an increase in selling prices, lower profits are consid- 
ered inevitable. 

About a third of the reporting executives estimate 
that profits will be above 1949 levels. Increased vol- 
ume is most often mentioned as basis for good profit 
prospects. However, a number of companies, which 
were working on improved production methods dur- 


Table 1: Outlook on Inventory Position 
Source: THE CONFERENCE BoarpD 


Present Inventory || Trend of Inventories 
Position During 1950 
Industries 
High | Low Nor Higher] Lower| Same 
Metal 

Airconditioning equipment..| .. 1 1 1 1 1 
Automobiles and equipment. . 2 Q 4 ee 5 3 

Electrical appliances and sup- 
plies 5. Gaccdesw meee trees: 1 1 6 1 5 3 
Electrical machinery........ ] 1 3 we 9 3 
Hardwares.2.. 4. - aeons 3 ie 1 1 2 mre 
Heating and plumbing....... 1 1 5 1 1 4 

Industrial machinery — gen- 
eral ase s ay eee 3 5 1 4 8 

Industrial machinery — spe- 
cializedvines 2 eee eee Q 5 Q 3 2 
Instruments and controls....}. 2 2 ee es 5 
Machine tools.............. 1 3 ae 3 a 
Nonferrous metals.......... 1 1 md 5 3 
Office equipment............ 6 Q if 4 
Railroad equipment......... 4 1 Ph 1 
Steele vs Wey okem. Bee 6 5 os 3 
Miscellaneous—metal....... 1 1 2 Q 4 g 
Dotal i aces cache 18 ik 54 17 30 39 

Other 

Building materials and sup- 
pliess ecto eee 1 4e 6 Q AG 3 
Chemicals iiy.c.eeceieienene Q 3 7 2 Q 6 
Rood productsie. never: 1 Ne Q 1 1 + 
Paper and products......... 1 HA ae 5 2 
Petroleum@n.eacs ne eerie. 1 ae 1 1 1 2 
Rubber and products........ Es 1 Q a a 2 
Textiles and products....... 2 Q 4 1 5 5 
Miscellaneous—other........ 1 3 5 1 1 3 
A Nel RARER, Anema b o.cie 8] 10] 34 8 Lea 7 
Grand itotallee, cee ae 26 17 88 25 45 66 
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TABLE 2: HOW INDUSTRIES SEE BUSINESS IN 1950 


Source: THe ConFrERENCE BoarpD 
Estimated Inventories—As % of Sales Estimated 
; New Orders Compared with 1949 1/50 Compared with 1/49 Profit in 1950 Compared with 1949 
Industries 
Higher Lower Same Higher Lower Same Higher Lower Same 
Metal 

Air-conditioning equipment.....................0+: Q 1 ae 3 ap 1 Q ie 
Automobiles, equipment..................0000000 5 4 1 2 6 1 3 4 2 
Electrical appliances, supplies...................... 5 3 1 se 6 4 7 2 a 
lectrical: machineryamtcs acca ess en lee es ) 4 t 2 2 3 1 ee 3 2 
lard wares.) eet aati ces oa ote iene ee Shee 3 ap 1 r 3 q; 3 1 it 
Heating plumbing cee ie cas oe sya tle 6 oi ose as 1 4 3 1 5 ) Q 4 1 
Industrial machinery—general..................... 3 Q 3 3 3 3 1 7 3 
Industrial machinery—specialized.................. 1 3 4 3 5 1 1 4 3 
nstriments.| controls jasc «ors. oen8 ars ce sere so & ic 2 5 a ¥. 3 2 3 1 ‘. 
IMachinettoolsme rey teed kee Aeociioe se tek 4 Q Q ty 3 3 4 3 1 
Nonferrous mnetalshtiicsn tse kes «cs ne le sed ole ess 1 Q 1 Q Pe 1 rs) ae 1 
Oficetequipmentssectetos eee eas hea Sasha bao Ae wets 3 ae 3 3 Q Q 3 4 
Ratlroadtequipment sere. yeah oc es Bom ale oxen: 1 Q Q i 3 S: 5a 3 ae 
lec er ep ne te ne cesses rete an com ah aae ele 3 f 4 1 5 3 2 Q 3 
Miscellaneous—metal.... 22.00. eee ee eee ee Q 4 2 2 4 Q 1 6 2 

PRG taper a er eer Mer ciSates oPftateis i cise cinkrce ca Peaeks 41 33 vat 20 54 25 30 45 22 

Other 

Building materials, supplies........................ 1 23 5 Q i 5 1 6 1 
Whemicalstme reste ate lee en eee es See te 10 Q 1 3 6 4 8 1 3 
aod iproducts tet cacrercael icin See a stosbaw ad anes Q fe 6 1 5 5 4 3 2 
Bapenrands products je riejcusn a2 orcs) eie ste baer 6 biajsiciolne axe 3 2 5 Q 5 Q 3 Q A 
Betrolenmmeretre oe wre oc ler men tte caraelee ss 5 os on Q ) a 1 3 
Rubbertandiproducts*).s92s5 1 abel sels koko 3 on 1 ihe 1 1 1 ate 1 
Wextilestandsproductsy,.....c bation deh tec wakewide odds. z 3 4 3 6 1 2 5 4 
Miscellaneous—Other.............2...00.00 ecu eeee 4 3 4 ae 9 3 A 3 3 

Mca eal PROMPT ee ah oda ensteceus eoetcnc, Sancers hazy sla erdasile, aves 32 10 26 13 34 Q1 23 99 me! 

Grandurotalenyn Sart cree ser ee eee le cches 73 43 53 33 88 4G 53 67 43 


Table 3: Effect of Recent Steel and Coal Strikes 
on Business 


Source: Tar ConrereNnce Boarp 


Permanent Little or 


Delayed 
Losses 


Industries 
Sales 


Metal 
Airconditioning equipment.......... 
Automobiles and equipment......... 
Electrical appliances and supplies... . 
Electrical machinery............... 
Engines and turbines.............. 
lard ware@wc it 4 ssa ¢ sete tel: hens Seas e 
Heating and plumbing............. 
Industrial machinery—general...... 
Industrial machinery—specialized. . . 
Instruments and controls 


19 ww: 
Comet or: 


Office equipment.................. 
Railroad equipment................ 
Steel thereto ised ode Lebo aiscneess 


HOOK PPP Ree. 
Are Pew aL: 
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Other 
Building materials and supplies... . . . 
(nemicals ee er ee eee ee 
iRoodiproductssee.. peers ei 
Paper and products................ 
Petroleum emer eeiee aleve se aes 
Rubber and products.............. 
Textiles and products.............. 
Miscellaneous—other.............. 
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No Effect 


ing 1949 feel that results will be reflected in 1950 
profits. Better selling efforts are also expected to lead 
to a brighter profit picture for some companies. 

The remaining companies, about one fourth of the 
total reporting, foresee little change in profits over 
1949 figures. For some companies this means a con- 
tinuation of the lower profits experienced in 1949. 
Others are not perturbed since their 1949 profits were 
at a satisfactory level. 

The majority of companies report that they have 
completed liquidation of excess inventories and that 
present stocks are normal or very near normal. Some 
executives indicate that inventories will be too high 
at the beginning of 1950 because of the loss of pro- 
duction as a result of strikes in the last quarter of 
1949. They expect, however, to make adjustments as 
rapidly as possible. 

Although a fifth of the companies expect to build 
inventories in 1950 and a third plan to reduce inven- 
tories, existing levels, for the most part, are expected 
to show little change. 

Detailed comments of executives participating in 
this month’s survey can be found on page 36. The 
tables accompanying this present section give a quick, 
overall picture of trends in various industries. 


Barsara R. Maness 
G. CLark THOMPSON 
Division of Business Practices 
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Business Highlights 


At the Year’s Beginning 


S 1950 opens, the business scene is bright. Jobs, 
output, incomes are on the upswing. Executives 
themselves are confident, at least of the short-run 
outlook (see page 2). And for six months the stock 
market has shown perhaps its greatest strength for 
four years (see page 9). 

But optimism is hardly undiluted. A broad group 
of economists, for example, expects another setback 
to business activity in the second half of 1950.1 Ad- 
mittedly, some of the favorable factors now are short- 
lived—such as the strike losses late in 1949 that will 
help to keep steel output close to capacity for some 
months. And there are uncertainties as to automo- 
biles, housing, capital goods, federal finances for the 
second half of the year. 


IMPLICIT IN THE ANSWER 


Thus the 1949 sag in business is past but not 
forgotten. It still vexes business analysts preoccupied 
with the future. Did it accomplish enough basic 
postwar readjustment as to usher in a long spell of 
high-level activity? Or was the 1949 dip so mild 
only because so many inevitable readjustments were 
merely postponed? That is the lurking, underlying 
question, however phrased in one surface form or 
another. Implicit in the answer is much that shapes 
the outlook for 1950. 

On the face of the matter, the whole 1949 decline 
goes back to a readjustment in inventory policy—one 
that was expected, sooner or later, after the war. 

Most of the net ups and downs in the total of 
economic activity during 1949 could be attributed to 
inventories, at least statistically (see charts). Inven- 
tories were being expanded rapidly during 1948, while 
in 1949 they were being reduced. And aside from this 
change, the gross national product was fairly steady. 


WAS ECONOMIC PUZZLE 


This fact also accounts for what was at first one of 
the economic puzzles of the year: That industrial 
output fell 17% from its late 1948 high to its mid- 
1949 low while over-all employment and gross national 
product eased by only 3% or 4%—and again moved 
much more swiftly in the second-half recovery. Al- 
though employment and gross product almost never 
fluctuate so sharply as industrial output over short 
swings, rarely has so large a change in output made 
so small a dent in total jobs or gross product. Accord- 
ingly, the Federal Reserve index of output seemed to 


1See “The Business Outlook, 1950,” discussion of the Conference 
Board Economic Forum, Studies in Business Economics, No. 23. 


lack something of its historic value as a standard 
business indicator. 

Plainly, it was because of the inventory factor that 
factory jobs and output were much more affected 
than ultimate distribution or consumption of goods 
and services. At first, plants were making goods in 
part for warehouses and store shelves, not ultimate 
sale; then as those goods were being sold, orders at 
factories temporarily evaporated. Only later in the 
year did production rise again, back to the over-all 
levels of consumption. 


WHEN THE JOB WAS DONE 


True, all this was only to be expected, sometime. 
During the war, industry and commerce got along on 
minimum stocks of raw materials and finished goods; 
government controls helped see to that. But such 
stocks were too low for normal operations and had 
to be rebuilt. Part of the job was done in 1946, but 
strikes and the spending spree interfered; most of 
it was accomplished in 1947 when raw materials at 
plants and stocks of distributors were replenished; 
it was completed in 1948 as finished goods in the 
hands of manufacturers increased over one fourth. 

By the end of 1948, stock piles had been more or 
less rebuilt to normal, and yet output was still run- 
ning ahead of sales by a wide margin. Hence a cut- 
back in accumulation ‘was due, if not overdue. It had 
to happen sooner or later in the postwar period and 
many observers had expected it in earlier years. 

Naturally, too, when accumulation stops it is 
usually followed by depletion of stocks, at least for 
a time. The easing in demand for goods for inventory 
led to some lowering of prices and loosening of de- 
livery and credit terms; and businessmen played a 
waiting game with suppliers until costs began to 
firm on a new basis, around midyear. Meanwhile, 
they dipped into inventory. Yet, as ultimate con- 
sumption held up—as it did last year—business 
buying resumed, this time on a fairly normal basis. 


TODAY’S PUZZLE 


But this inventory story by itself hardly tells all 
that happened during 1949. Especially, it passes by 
other changes in the structure of demand that are 
critical for 1950. What touched off the inventory re- 
versal when it did happen, rather than earlier or 
later? Why did it not, as in past recessions, set in 
motion forces that cumulate the cyclical downswing? 
What brought it to a halt, by helping to maintain 
over-all consumption? 
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Chart 1: Portrait of the Economy in 1949 


Sources: Department of Commerce; Tam Conrmrence Boarp 
Quarterly Data, Seasonally Adjusted at Annual Rates; Fourth Quarter of 1949 Estimated; in Billions of Dollars 
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And as we enter 1950, the 
consumer durables stand as 
the strongest props under 
the economy, following their 
upsurge in the second half 
of 1949. Autos and home- 


building (included here in 
the consumer group) have 
been especially outstanding. 
Outlays on home furnishings 


have been rising, but are 
still below their 1948 peaks. 
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In the record there are hints of answers, no com- 
prehensive solutions. For special circumstances of 
the postwar period have been almost inseparably 
mixed with the more usual sequences of economic 
events. 

In the first place, back in 1948, inventories began 
to increase more and more rapidly as consumers’ post- 
war spending fever abated. Urgent needs, at almost 
any prices, for many types of goods had been met by 
then by almost three years of expanding postwar pro- 
duction. While consumer incomes available for spend- 
ing advanced by $13 billion from the first quarter of 
1948 to the third quarter, expenditures rose only $5 
billion (in seasonally adjusted annual rates). This 
slowdown in the advance of consumer spending is 
evident from the charts on page 5. 


LOOK AT SAVINGS 


So the rate of personal savings climbed from an 
abnormally low $7 billion a year to $15 billion in 
the third quarter. Then it stabilized at what would 
be considered, on prewar experience, as more or less 
normal levels. Thus in 1948 the consumer refused 
another ride on the postwar merry-go-round of higher 
prices which he had helped to spin so fast by his 
free spending mood in 1946. In so doing he helped 
to pile up inventories which had already grown back 
to normal dimensions, thereby setting the stage for 
an inventory reversal. 

The pile-up of finished goods inventories late in 
1948, in effect, suggested that plant capacity in many 
lines of industry had already expanded enough to 
meet market demand, at least at 1948 prices. Pro- 
ducers already had decided the point for themselves 
when they indicated, at the start of 1949, that they 
intended to spend 5% less for new plant and equip- 
ment than they had in 1948; and that more of their 
outlays would go for modernization, and less for ex- 
pansion, than in 1948. The curtailment of inventory 
in 1949—with its attendant shock to factory output— 
made expansion of industrial capacity if anything still 
less urgent. And so capital outlays, quarter by quar- 
ter, declined steadily and more rapidly (see page 7). 

And yet, despite the decline in capital goods, ulti- 
mate demand for goods and services (excluding in- 
ventories) held up. Why? For one thing, direct 
government purchases of goods and services rose 
substantially, at least in the first half of 1949. More 
was being spent for federal and local construction, 
for the defense program, for foreign aid, as well as 
other items. Relative to the role of government in 
1948 as well as to the economy as a whole, the 1949 
advance of $5 billion was hardly large enough to 
balance the scales. But it offset much of the drop in 
capital outlays of business. 

Government also contributed to maintain con- 
sumption indirectly, however. Tax receipts fell as 


profits dropped and incomes eased. And social insur- 
ance benefits expanded as unemployment mounted. 
This altered government’s accounts with the public 
by as much as its increase in direct purchases. 

All in all, the annual rate of government surplus 
of receipts over outlays of $5 billion in the fourth 
quarter of 1948 was transformed into a deficit of 
around $5 billion a year in the latter part of 1949. 
So almost $10 billion was added to the income stream 
of the public. 

By itself even this could hardly be claimed as the 
determining factor of the year. For in 1948 a sur- 
plus of $14 billion annually was trimmed almost $10 
billion by the last quarter, largely because of the tax 
cut voted by Congress. And that was not enough to 
stay the forces that led to the 1949 recession. How- 
ever, the effect in both years was to sustain con- 
sumption over the short run. 


JOHN Q. P.’S PART 


In the end, however, most of the strength in over- 
all demand lay in consumers’ expenditures. And the 
reasons for that trace back to a complex interlacing 
of changes in the consumer area of the economy. 

e e First, personal income, after taxes, declined by 
less than $5 billion a year from the peak at the end 
of 1948, to its low in the third quarter of 1949. In 
part, as cited, this was because government fiscal 
operations in a recession automatically sustain pur- 
chasing power through smaller tax liabilities and 
larger jobless and other benefits. Otherwise the 
decline was wholly owing to two factors. Fewer fac- 
tory jobs meant a loss of some $5 billion a year, or 
about a tenth, in factory pay rolls. And lower prices 
pared about $5 billion a year, or almost a fourth, off 
net farm income. Otherwise, personal income was 
largely unchanged. 

e e Second, consumption expenditures altogether 
eased by only a couple of billions at the start of the 
year and then held steady. In part, this was because 
the rate of personal savings out of income also slowed 
down by a couple of billions during 1949. That offset 
some of the loss to spending owing to the dip in in- 
come itself. 

e e Third, in terms of physical volumes, consump- 
tion expenditures, if anything, increased very slightly. 
The consumers’ price index dipped by 4% from its 
peak—and there is reason to believe that this did not 
reflect all the real price decline, some of which was 
indirect, in the form of better quality, more low- 
priced lines, special clearances. Food prices dipped 
late in 1949 and then trickled off slightly. Apparel 
and home-furnishings price indexes declined 7% or 
8% in the year. Only rents and fuel costs went up. 
All in all, prices eased more than expenditures. 

e e Fourth, there were shifts within consumption 
expenditures. Spending on services went up slightly, 
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reflecting higher rent and fuel costs as well as the 
use of new homes. Dollars for nondurables went off 
7% or 8%. But, as indicated, the physical volume 
of such purchases held up fairly well, in light of price 
declines. And, outstandingly, spending for durable 
goods rose. 

Automobile purchases in particular increased sharp- 
ly and held up much better than seasonally in the 
second half of the year. Homebuilding! climbed to 
a new record of over a million new housing units 
started, with the second half year again seeing the 
heaviest construction, after a first-quarter dip. 

Sales of home furnishings and appliances likewise 
did very well in the second half of the year, after an 
earlier lag, in good part owing to the homebuilding 
boom. Moreover, prices and costs all along the line 
in the durables field averaged considerably lower in 
1949 than in 1948. 


WHERE THE PRICE CUTS CAME 


It is worth noting, in passing, where the price de- 
clines took place and how they affected the income 
side of the economy, and so demand. The area of 
severest price reduction was, of course, agriculture. 
Another was textiles and apparel. But purchase 
prices of automobiles, homes, appliances, and the like 
also were substantially lowered. In rare cases, the 
declines could be traced back to cheaper imported 
materials or to smaller labor costs owing to higher 
productivity (as new equipment came into play and 
the flow of supplies improved, following the cutback 
in inventory accumulation) . 


Chart 2: Capital Goods Flatten Out 


Sources: Federal Reserve; Department of Commerce; Securities 
and Exchange Commission; THe CoNFERENCE Boarp 


Index Numbers: First Quarter, 1948=100; Seasonally Adjusted 
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The bulk of the price cuts came out of profits, par- 
ticularly of some of the smallest units in business, 


1Homebuilding, usually classified with business investment in 
government national acccunts, can be considered as well, or perhaps 
more properly, in a discussion of developments in the consumer area 
of the economy. 


incorporated or unincorporated. That is true, for 
example, not only of farmers’ prices, but also of auto 
dealers’ premiums, small contractors’ margins on new 
homes, middlemen’s earnings in the textile and ap- 
parel fields, and so on down the line through appliance 
distributors, small lumber mills, and the like. 


WHILE PROFITS FELL 


What is of paramount concern in the analysis of 
the 1949 change in prices, income, and demand is just 
this reduction of profit margins in the lines cited. In 
many cases, windfall earnings were created in these 
lines by the preceding inflation. Such profits were in 
some measure hoarded, rather than used either for 
consumption or reinvestment. As such, in the form 
of windfalls, they tended to sterilize much of the 
former inflationary surplus of purchasing power. Rela- 
tively little additional demand was forthcoming from 
them. So in the course of last year’s declines in prices 
and such profit margins, little demand was lost while 
a good deal more real buying power was called forth 
from consumers. 

Documentation on this point can at best be meager. 
Some can be found in carrying through 1949 the 
analysis of savings patterns performed in the October 
Business Record (the details of which must wait for 
more comprehensive data on 1949 savings). An in- 
direct suggestion of it is to be found in the casualties 
in the number of operating firms, the total of which 
declined during late 1948 and 1949. Another is the 
fact that profits of smaller companies evidently fell 
more than those of large corporations last year—and 
the smaller ones are dominant in the lines cited. 

This change in prices, consumption, and certain 
profit margins—closely related, of course, to the 
reversal in inventories—is another among the basic 
postwar readjustments that had to be expected after 
the end of the earlier inflation. 


EXTENT OF READJUSTMENT 


Looking back over the past couple of years, these 
readjustments are several: 


1. The end of the abnormal demand for inventory 
accumulation; 


2. The relative letdown in consumers’ outlays on non- 
durables, which had been running well above past rela- 
tions with personal income in early postwar years; 


3. The disappearance of windfall profit margins, nur- 
tured by the earlier inflation, from a variety of lines of 
production and distribution. 


Undoubtedly, there were other readjustments as 
well, some of which warrant mention in what follows. 
But the ones cited serve as background for the prime 


1See “Some Changes in Buying Habits,” The Business Record, 
Nov.—Dec., 1949. 
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fact about the economy as we enter 1950: High-level 
activity right now rests most firmly on the consumer 
area of the economy. In physical volume of ultimate 
sales, the nondurable lines are at or close to their 
peaks. And the durable lines stand at a new peak in 
both dollar and especially physical volume. This lat- 
ter is perhaps the most important single fact. 

Why are the consumer durables today so high? At 
this point, entering the fifth year after the end of the 
war, there is no single answer. It is no longer, for 
example, simply the large war-made backlog of de- 
mand. The fact that it is not is another of the post- 
war readjustments effected in 1949. 


UNHERALDED READJUSTMENTS 


For example, in homebuilding we have moved from 
a shortage to a replacement boom, at least in a meas- 
ure. Builders had to shift between 1948 and 1949 
toward a lower-priced market, both by reducing 
building costs and by embarking on more rental units 
and on defrilled lower-cost housing. Of course, there 
is no assurance as to how long or how uninterruptedly 
the huge replacement market may be tapped by pres- 
ent prices. But it is a key fact, sometimes ignored, 
that homebuilding has already effected one postwar 
readjustment successfully. 

This fact places the burden of proof on those who 
foretell a letdown in homebuilding in 1950. Projec- 
tions of a decline cannot be made on the easy assur- 
ance that the first readjustment remains to be made. 

Much the same holds true of the home-furnishings 
and appliances lines. High postwar production has 
certainly met many of the pent-up shortages. That 
was a key reason for the letdown in these lines early 
in 1949. So here is another case of readjustment. 

The automobile boom likewise shifted its base dur- 
ing 1949, from a demand for additional cars to one 
for replacement of over-age cars. It is nonetheless 
possible to project the saturation of this replacement 
market in the measurable future, if you make certain 
assumptions about prewar patterns of car ownership 
holding under the quite different levels and distribu- 
tion of postwar consumer incomes. And that is a 
reason why so many forecasts have been made of a 
letdown in car demand later in 1950. 

But as a quite general proposition, in summary, the 
situation today with respect to consumer durables is 
quite different from what it was a year ago. Then the 
end of the shortage market had been reached or was 
in sight in the main lines. The need to shift toward 
a replacement market was clear cause for worry if not 
alarm. Today, the end of the replacement market is 
not as readily foreseeable, though it is often assumed 
to occur in 1950. It may yet be that the wartime 
accumulation of savings, together with shifts in in- 
come distributions and levels, will give the replace- 


ment markets for consumer durables longer life than 
has been assumed. 


TRENDS IN CAPITAL GOODS 


Considerable foreboding has also been expressed 
about capital goods in 1950. In this case most of the 
generalizations ignore the available detailed analyses, 
which justify a good deal less pessimism. 

There is a wide and well-grounded expectation that 
business outlays for new plant and equipment in 
1950 will be off from the total for 1949. In the first 
quarter of 1950, for example, they will be off 14% 
from the first quarter of 1949, according to plans re- 
ported to the Commerce Department and the Securi- 
ties and Exchange Commission. Data from these 
agencies on plans for the full year will not be avail- 
able for a good many weeks yet. The survey of 1950 
plans of industry (excluding commercial and some 
other businesses) by the McGraw-Hill Publishing 
Company should be available about the middle of 
the month. This, too, should show a decline; certainly 
the initial plans for 1950, reported a year ago, were 
off. 

However, if you adjust the government quarterly 
data on capital outlays for seasonal changes, most, if 
not all, the decline seems already to have taken place. 
The level of intended outlays for the first quarter 
of 1950 is about the same as that for the fourth quar- 
ter of 1949. But the latter is already off 18% from 
the peak in the fourth quarter of 1948. 


Chart 3: Less New Money for Corporatiens 
New Corporate Securities in Millions of Dollars; Quarterly Average 
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CHART 4: THAT “BULL”? MARKET—WHAT BULL MARKET ? 
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What is more, on the 
seasonally adjusted basis, 
the current level is 8%- 
10% below the average for 
1949 as a whole. In other 
words, if capital outlays do 


-not change from their cur- 


rent level, the 1950 total 
will be off about a tenth 
from 1949. There is little 
indication as yet that the 
surveys of plans for the 
full year of 1950 will show 
a much larger decline than 
that.t 

If the total of expected 
outlays should turn out as 
much as 15% below the 
1949 figure, the current or 
seasonally adjusted trend 
would be down during 
1950. But on the basis of 
a 15% drop, the down- 
ward trend would be much 
milder than in the year 
just past. 

Another point that is fre- 
quently forgotten about 
the figures on capital out- 
lays is that they lag be- 
hind actual activity in cap- 
ital goods lines. The out- 
lays reflect payment for 
machines already delivered 
and construction already 
put in place. Actual activ- 
ity, for example, in the ma- 
chinery industries moves 
a good deal sooner than do 
capital outlays (see chart). 
The Federal Reserve index 
for the machinery indus- 
try flattened out sooner 
than outlays hit their peak 
in 1948; and it halted its 
decline a full quarter year 


1Certain general trends are 
known now. The ICC reports that 
railroads intend to spend much 
less for new equipment. But most 
utilities have indicated mainten- 
ance of expenditures. The trend in 
manufacturing is down, but key 
companies like United States Steel 
have announced the same outlays 
for 1950 as for 1949. And any 
estimate of the level of expendi- 
tures for commercial business is at 
best tentative, although commer- 
cial construction in the past has 
usually risen after an increase in 
homebuilding. 
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earlier than did outlays.t The index of machinery out- 
put started to fall when work on new orders began 
to trail off but deliveries on old orders were still 
going up. Contrariwise, it flattened out once outgoing 
work, still on the decline, got into balance with in- 
coming work. 

What these two points come down to, then, is this: 
If total 1950 outlays go off no more than about 10% 
from 1949, the low point in capital goods activity is 
not ahead of us, in the second half of 1950, but behind 
us, in the middle of 1949. If outlays go off somewhat 
more than 10%, the actual dip from current levels 
of either outlays or activity will be milder than that 
during 1949. 

What happened to capital goods in 1949 was, in 
character, something like what happened to consumer 
goods. That is, we readjusted from an expansion to a 
replacement basis. The McGraw-Hill survey a year 
ago, for example, reported that while manufacturers 
said they used 42% of 1948 outlays for expansion, 
only 26% of intended 1949-1953 expenditures would 
go for that purpose. The rest is for modernization 
and reequipment. To be sure, capacity is still being 
increased in many if not all lines; that is a normal 
concomitant of an economy of changing products and 
processes. But the emphasis has plainly shifted. 
Moreover, when capital outlays were at their peak in 
1948, they were higher in relation to total gross prod- 
uct than they ever had been.2 This was when we 
were catching up on a shortage of capital facilities. 

In part as a consequence of the decline in capital 
outlays, business went to the capital markets for 
less new money last year (see Chart 3). Borrowings 
from the banks began to decline in the latter part of 
1948, and the total outstanding ended 1949 about a 
billion and a half dollars lower than the year before. 
That was because of the inventory reversal. Total 
demand deposits—and the total money supply—also 
began to run below year-earlier figures late in 1948. 


THE RISE IN BONDS 


More or less coincident with the end of the expan- 
sionary phase of the boom, with its attendant demand 
for money, bond prices began to rise again. In effect, 
the Federal Reserve peg of long-term governments 
set a virtual floor to the bond market during 1948. 
For the peg was dropped almost to par at the very 
end of 1947. Prices started up in 1948 and then fell 
back before they began rising again toward the end 
of the year. Higher bond prices were, if anything, 
fostered by federal moves toward a “cheaper” money 
policy, including lowering of reserve requirements at 


1To be sure, this index includes activity in the manufacture of 
electrical appliances and other consumer durable goods; but the 
former item is too small, relative to the latter, greatly to affect broad 
comparisons. 

2See S. Morris Livingston, “Demand for Producers’ Durable 
Equipment,” June, 1949, Survey of Current Business. 


banks, a new Federal Reserve open market policy, 
and Treasury refunding with lower-interest, short- 
term issues. 

On traditional credit and interest theory, such a 
turn-around in the money markets might be expected 
to occur in the wake of a downturn in business activ- 
ity, and end with lower interest rates, once more 
stimulating investment in plant and inventory. The 
process has been speeded by federal action—whether 
wisely or not is a subject of considerable discussion 
and debate. 

In any case, it is worth noting that the rise in 
bond prices, in conjunction with the upswing in busi- 
ness, has set the stage for a revival in stock prices. 
That, in turn, has led to hopes of a revival in the capi- 
tal markets for new equities. These hopes are held 
particularly by thosé who speak of a shortage of ven- 
ture capital as an obstacle to increased capital ex- 
penditures. It would appear, from the relatively low 
level of the price averages of all stocks, that this 
revival still has a considerable way to go before it 
might substantially affect capital expenditures. None- 
theless, the change in the money markets tends to 
make for a brighter, rather than a bleaker, outlook 
for capital goods. 

The stock price rise during the second half of 1949 
differed from similar uptrends in 1947 and 1948: 

1. The trend of all stock prices had been persistent- 
ly downward for some time. Hence, their highs are 
still well below those of the spring of 1948, even 
though the “blue chips’—the Dow-Jones thirty in- 
dustrials—had penetrated the previous peaks. 

2. Bond prices, however, have been rising steadily 
since late 1948, and they moved up markedly in the 
second half of 1949. That set a favorable money- 
market background for stocks. Bonds started an 
abortive rise early in 1948, which helped set the 
stage for the advance in stocks at that time. 

3. Business 1s on the upswing, from a mild re- 
cession during 1949's first half. During 1947 and 1948, 
business activity had been rising continuously and 
almost uninterruptedly. 

In summary, the current upsurge takes place in a 
favorable setting, with both general business and the 
bond markets rising. However, the over-all level of 
all stock prices is much less favorable than the “blue 
chips” averages suggest. (This statistical discussion, 
of course, attempts no evaluation of such environmen- 
tal factors as federal deficit spending or the cold war.) 

That adds up to one point in favor—and one point 
against—expectations that the recent rise in stocks 
may lead to a revival in the capital markets for new 
equity issues. For that, the revival would have to 
take on somewhat greater breadth among other stocks. 


Sanrorp §S. PARKER 
Division of Business Practices 


Selected Business Indicators 


(Annual statistics appear in ‘The Economic Almanac 1949,” pages 36, 37) 
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Amending the Social Security Act 


BILL which would greatly increase the role of 

the Federal Government in providing public as- 
sistance will be considered by the Senate when it 
reconvenes this month. It was passed by the House 
in the closing days of the last session. The public 
assistance amendments in this bill H.R. 6000 are in 
addition to amendments to old-age and survivors’ 
insurance which, in themselves, substantially extend 
coverage and raise benefits.1 

Almost one out of every four persons over sixty-five 
is now receiving old-age assistance payments. The 
liberalized formula in H. R. 6000, it is feared, would 
add many new recipients for small average payments. 
Any one of the states might thereby increase its share 
of federal funds. 

The proposed formula in the bill retains the present 
$50 individual maximum benefit for federal aid, but 
for the first $25 of the average benefit, the national 
share would be $4, and the state’s share only $1. For 
the next $10, the Federal Government would match 

_the state dollar for dollar, and for the remaining $15 
would pay fifty cents for each state dollar. 

The framers of the legislation argue that the pur- 
pose of this revision is to increase the amount of the 
average benefit. It would enable states with average 
payments between $20 and $30 to raise benefits as 
much as $5 a recipient without any additional expen- 
ditures on the state’s part. However, states now pay- 
ing relatively high benefits could cut their share of 

- expenditures for old-age assistance in half by merely 
reducing their average payment from $50 to $35. 


PUBLIC ASSISTANCE REVISIONS 


At present, the Federal Government helps the 
states meet the costs of three special types of public 
assistance—persons over sixty-five, blind persons, and 
dependent children. Under H.R. 6000, aid to perma- 
- nently and totally disabled persons who are in need 
would be added as a fourth category. The bill also 
‘makes specific provision, for the first time, for benefits 
‘to the mother or other relative caring for a dependent 
child. Besides, it provides for substantially increased 
federal participation in payments to the blind and to 
dependent children, as well as to the aged. 

Public assistance benefits are paid only to persons 
who can prove that they are needy. The largest 


1Jt should be clearly understood that the public assistance pro- 

ams differ from the old-age and survivors’ insurance program, 
under which benefits are paid as a right, out of contributions pre- 
viously received from workers and their employers in specific 
Ks employments. OASI (Old-Age and Survivors’ Insurance)‘is discussed 
- in a later section of this story. 


share, both in terms of recipients and expenditures, is 
taken by the needy aged. Standards of what consti- 
tutes need differ widely from state to state and partly 
explain why more than eighty out of one hundred 
persons over sixty-five are receiving assistance pay- 
ments in Louisiana in contrast to fewer than eight 
out of one hundred in Maryand, New Jersey, Dela- 
ware, and the District of Columbia. (See Chart 2.) 


A Necessary Supplement 


The number of elderly persons in our population 
will continue to grow steadily, and pressures for pro- 
viding for them may become increasingly hard to 
resist. As a first line of defense, H.R. 6000 expands 
and liberalizes old-age and survivors’ insurance. But 
old-age assistance is still regarded as a necessary sup- 
plement to the insurance program. Under the new 
bill, OAA? would provide for the needy aged in the 

1Abbreviation for Old-Age Assistance. 


Chart 1: Cost of Present Old-age and Survivors’ 
Insurance Program and H.R. 6000 


Percentage of Taxable Pay Roll 


1fstimates prepared for the use of the Committee on Ways and Means by Robert 
J. Myers, actuary to the committee, in “Actuarial Cost Estimates for Expanded 
Coverage and Liberalized Benefits Pro oposed forthe Old-age and Survivors’ Insurance 
System by H.R. 6000,” printed by the committee, October 3, 1949. 
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‘ollowing groups: (1) persons now over sixty-five and 
not eligible for insurance benefits; (2) persons who 
ould not be eligible for insurance benefits when they 
do reach sixty-five because they worked in agriculture 
or other excluded occupations, or because their em- 
loyment in covered industry was not long or steady 
nough to render them eligible; and (3) persons who 

ight not find their insurance benefits adequate to 
maintain them. In addition, workers in occupations 

ewly covered by H.R. 6000 (such as self-employ- 
ent) would not be eligible for insurance benefits for 
nother five years. 


Old-age Assistance Grants 


When the Social Security Act of 1935 was passed, 
old-age assistance programs were already in existence 
in a majority of the states. The act made available 
federal grants in aid for payments in states which 
‘complied with certain standards as to age and resi- 
dence requirements. Until 1946, the Federal Govern- 
ment met half the cost of each assistance payment up 
to the specified limit ($30 under the original legisla- 
tion; $40 under the 1939 amendments) . 

In 1946, the individual maximum payment was 
raised and the method of calculating the federal share 
was revised. The grant was based on the average as- 
‘sistance benefit rather than on each individual pay- 
: ment. The Federal Government paid two thirds of the 
first $15 of the average state payment plus one half of 

the remainder of average payments, excluding from 
the average that part of any individual payment over 
$45. This procedure was continued in 1948 when the 
federal contribution was raised to three fourths of the 
first $20 of the average old-age benefit plus half of the 
Temaining state expenditure, not counting any pay- 
ments in excess of $50. As stated above, H.R. 6000 
keeps the individual maximum at $50 but makes addi- 
tional changes in the matching formula. 

The purpose of the formula revisions since 1946 has 
been to allow the poorer states to receive federal funds 
more easily, and to use these additional funds to 
increase their average payments. One critic? has 
pointed out that in practice, however, the current type 

of unequal matching offers strong financial induce- 


10ne tenth of aged insurance beneficiaries were also in receipt of 
old-age assistance in June, 1948. 

?Reinhard A. Hohaus, actuary, Metropolitan Life Insurance 
Company, ““The Present Challenge to America in Social Security,” 
speech at the annual meeting of the Ohio Chamber of Commerce, 
Columbus, Ohio, November 2, 1949. Mr. Hohaus cites the following 
statistics on Mississippi's assistance program as illustrative: 


aed under Fi oe pbees in 
peci, ont, 100 
Average Number 


of 
Payment Recipients Total Federal State 


(8) (000) 
Sept., 1947.........+ 17.50 38 672 432 240 
Bern DAB. is 30 0’ 15.65 52 817 539 278 
June, 1949.......... 18.50 58 1,091 818 273 


The new formula proposed by H.R. 6000 would add further 
incentive to the states to proceed along these lines. 
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ment to a state to increase the number of recipients 
rather than the average payment. The following 
hypothetical figures show how the formula under H.R. 
6000 would favor, with higher federal grants, the 
states with large numbers of beneficiaries and com- 
paratively low average benefits. 
Outlay Under H.R. 6000 
Number of 


Average Monthly Payment eee Total State Federal 


S2b Pees woe tee eis eh elec 20 $500 $100 $400 
DOD emer cesses. s aioe Silas 8 10 350 100 250 
OU sake Me essgtol sl etereths sis) shor sysira acne 5 250 100 150 


NEW INSURANCE BENEFITS 


The sections of H.R. 6000 dealing with old-age and 
survivors’ insurance would extend coverage, raise in- 
surance payments, add permanent and total disability 
benefits, and increase the contribution rate schedule. 
They do not go so far as the Administration bill intro- 
duced early in the session (H.R. 2893), but they do 
represent substantial liberalization of the present pro- 
gram. 

According to House estimates, H.R. 6000 would 
add approximately 11 million to the 34 million persons 
now covered by OASI.1 Most important of the groups 
added are the self-employed, domestic servants (ex- 
cept casuals), and employees of nonprofit organiza- 
tions. Still excluded are agricultural workers. Rail- 
road and civil service employees continue to be pro- 
vided for through their separate plans. 

Under the new benefit formula provided by H.R. 
6000, present beneficiaries would have their benefits 
increased by 70%, with somewhat greater relative 
increases for those receiving the smallest amounts. 
Persons retiring after 1949 would receive approxi- 
mately double the benefits payable now. The mini- 
mum benefit payable to the retired worker himself 
would be raised from $10 to $25; the maximum fam- 
ily benefit from $85 to $150, or 80% of the average 
wage if less. Benefits would be payable to workers 
earning up to $50 a month in covered employment 
(instead of the present limitation of $15), and there 
would be no earnings restriction after age seventy-five. 

H.R. 6000 would add to the insurance plan benefits 
for totally and permanently disabled workers. They 
would be computed in the same manner as old-age 
benefits except that they would not be payable to 
dependents. The requirements for disability insur- 
ance benefits would be somewhat more restrictive than 
those for retirement or death benefits. Qualified dis- 
abled workers would start to receive benefits the 
month following an initial waiting period of six con- 
secutive calendar months of total disability. 


Financing 


The total annual earnings on which benefits would 


be computed and contributions paid would be raised 

1In an average week during January-June, 1949, there were 58.1 
million employed civilians. Of this total, 34.1 million worked in 
jobs covered by OASI, 24.0 million worked in noncovered occupations. 
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from $3,000 to $3,600. Employers and employees 
would continue to share equally, with the rate for each 
being as follows: 


% of Taxable 
Calendar Years Pay Roll 
LOBOS) setere ie coiate ations eenoae tae Oh eet ene tn ateteahahs acicueicks ieee = 1% 
TOS TABO re RAIS cote eke eater tanec teee bey atitecabnr"el‘oideits 03,5 ire leir6 Q 
1960-6 4a ears Se Sees ete a ape t Meh anenen eictraite 26 
POC HOO s reece acd a wet eR ae Te ses aes NE Teheran g 3 
1970 aridbafter 3.25 ee ee eer ote Tale em tte, te 314 


The covered self-employed would pay one and a 
half times the above rates. For nonprofit employment, 
no tax would be imposed on the employer but he 
would be permitted to pay it voluntarily. If the 
employer does not pay the tax, the employee would 
receive credit for only 50% of his taxed wages. 

Under the present law, the tax rate, which has been 
1% each for employer and employee since the incep- 
tion of the ‘program, will go to 142% each for the two 
years 1950 and 1951 and 2% each thereafter. A pro- 
vision was added in 1943 authorizing appropriations 
to the program from general revenues. The Adminis- 
tration has often argued that an eventual govern- 
ment contribution is justified in OASI, especially as 
coverage is extended to a major portion of the work- 
ing population. The Ways and Means Committee, 
however, eliminated this provision in H.R. 6000 be- 
cause it is “firmly of the belief that the . . . program 
should be on a completely self-supporting basis.” 


Level Premium Cost 


The tax schedule was determined on the basis of 
an estimated level-premium cost of 6.24% of taxable 
pay roll (assuming 2% interest) .1 This cost may be 
defined here as the contribution rate which, if charged 
from 1950 on, would meet all benefit payments after 
1949, including the increased benefits to those on the 
roll prior to 1950. Administrative expenses and accu- 
mulated funds at the end of 1949 are not taken into 
account. The cost of the program would be allocated 
among the different types of benefits as follows: 


IntermediateLevel 

Premium ned 

Types of Benefii Tog) ea 
Old-ave primary <. <2). 4e, Soscile fee eee meee eee 3.76 
WVitelge aire wt ty Ae PE er ME Ra teed oon eo : .38 
Wid wiS:ihtcks(e MOG h oe tet eee “BY SA Nig iy ead RUBS, Ae 92 
IBATEN ES Aa Ne hirais, 37 ae xt ee ee ee .02 
Wlother siete. Gatch 0. cl, ak PEP Sar SOAR IT 13 
OTL IAS 5 a ae Sy MAUD OAR aS Ee ha 0s 36 
DD ISBT cdi mns os otieo Ce alee eee a Set ee 54 
Lump-sum death...... . Sue Saike Adda a} coh oe Le 
DOULA IN I veataxe i) eA die dian Seco i meet eee ey ae ar 6.24 


Rather than finance the system by a high-level tax 
rate from 1950 on, the committee recommended the 
increasing schedule shown in the preceding section. 


1This is the intermediate level premium cost. It is not the “most 
probable” cost but an average of the low and high cost estimates 


which range from 4.82% to 7.75% of taxable pay roll. See next 
section for discussion of cost estimates. 


Chart 2: Percentage of Persons over Sixty-five 
Receiving Old-age Assistance Payments or 


MISS. PY 


Old-age and Survivors’ Insurance Benefits, 
June, 1949 


Source: Social Security Administration 
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Even this graded tax schedule, however, would pro- 
iduce a considerable excess of income over outgo for 
‘many years. The trust fund, which under the present 
'2% combined rate has already reached $11% billion, 
‘would continue to rise to an estimated peak of $75 
‘billion shortly after 1990, according to the intermedi- 
ate cost estimate. It would decline slowly thereafter. 
(See Table 1.) On this basis, it appears that the pro- 
-posed tax schedule would not be quite self-supporting, 
but, considering the variations and uncertainties pos- 
sible in the cost estimates, it is considered by the com- 
mittee to be sufficiently close for all practical pur- 
poses. 


Estimates of Cost 


_ Rather than make any judgment on the most prob- 
able magnitudes during the next fifty years of the 
‘host of variables determining cost, the actuary to the 
House Ways and Means Committee has developed 
cost estimates on a range basis. (A similar procedure 
was employed for the present plan.) Both the high 
and low estimates assume close to full employment 
although somewhat below the level prevailing at the 
end of 1948. Both are also based on level-wage as- 


Table 1: Estimated Progress of Trust Fund for 
H.R. 6000 (Intermediate-cost Estimate) 
Source: Actuary to the Committee on Ways and Means 

Millions of Dollars 


Gas Adminis- 
Calendar Year Contribs pea Prin Sy fies A rane i 
Expense Year 

BODO Ens eA oes 3,073 1,474 62 255 | 13,'792 
OD OWEN sc, ciara «isa 4,251 2,679 84 481 | 25,257 
UDO ad cdots rsusiees t=) 5,433 4,061 110 632 | 32,875 
OTOH eS diee & teat 7,825 6,221 151 1,025 | 53,021 
MOBO eek Pde rele ist a 8,295 8,342 190 1,400 | 71,285 
GOO) ree ies tere oraeiteihek 8,636 | 10,338 228 1,470 | 73,998 
PEW rick oh atctane/ e's 6/08 8,966 | 11,328 246 1,275 | 63,740 


_ Interest is figured at 2% on average balance in fund during year but is payable 
at end of year, 


Table 2: Number of Aged Persons Receiving 


Old-age Assistance and Old-age Insurance and 
Average Amount of Payments, 1940-1949 


Source: Social Security Administration 


Old-age Old-age Insurance 
Assistance Recipients Beneficiaries! 
December 

Number Average Number Average 
(in Monthly in Monthly 
Thousands) Payment Thousands) Payment 
OS ete sora one 2,066 $20.26 147 $20.37 
ELE os: visa. x nr e Bhoseee 2,234 CAVES f QTA 20.29 
OAS ee ee oe 2,227 93 37 368 20.48 
OE ee ees 2,149 26.66 448 20.75 
AMES Nat. serail eh oko 2,066 28 43 567 20.94 
A erat ts bial» ste Wha 2,056 30.88 ae 21.29 
MAGE ese inz ite aetlers 2,196 35.31 1,052 21.58 
TGS EAS Se a 2,332 37.42 1,318 21.86 
UES oe ae eS ale 2,498 42 .02 1,591 22 23 
1949 (June)........ 2,626 43 .60 1,790 22 54 


_ tRelates to beneficiaries over sixty-five only; 7. ¢., retired workers, and their 
wives, widows, and surviving parents. 
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sumptions slightly below existing wages. Their differ- 
ences lie in varying assumptions as to expected fer- 
tility, mortality, retirement, and remarriage rates, and 
incidence rates of disability. 

The high and low projections of cost under the 
present OASI program and under H.R. 6000 are 
shown in Chart 1. The proposed plan would, it is 
expected, range from 5.86% to 10.45% of taxable 
pay roll half a century hence. It costs much more 
throughout than the present plan because benefits are 
considerably higher. The original cost estimates of 
the present act, however, anticipated a range higher 
than for H.R. 6000—from over 7% to almost 11% of 
taxable pay roll in the year 2000. 

Part of the explanation for the drastic downward 
revision since 1939 in estimated costs of OASI is owing 
to retirement rate assumptions. A decade of experi- 
ence under the program has indicated that, at least 
under relatively high employment conditions, per- 
sons beyond the minimum retirement age tend to 
continue working much longer than was originally 
anticipated. The future course of rates of retirement 
under the system contains a new element of uncer- 
tainty—the effect of an increased number of pension 
plans such as that adopted by the steel industry. 

For the sake of providing a convenient measuring 
rod, the committee actuary averaged the low and 
high estimates and presented the set of intermediate 
figures shown below.t He emphasized that these 
“do not represent the ‘most probable’ estimates, since 
it is impossible to develop any such figures.” However, 
they are the basis for the contribution schedule called 
for in H.R. 6000.? 


Intermediate- 
cost Estimate 


Year % of Taxable 
Pay Roll 
BY 8 yaa i a OAR Oh UE Rae Ora ee Aus VEE Lo AA 1.40 
TOD De Avia ey ENA baa LS aan ales ats AN sa ee ey anata 2.46 
EGG OE Ae ee rahe ae atone ee ie ea Tosca ce os eee ed es Bes Oat Mle ta) Shs d 3.58 
TOT OR ee Rea ye SUR A aS a atom eas. Ue RO Ek UR 2. 5.01 
MORO te eee ty lear tava a emcee (baa ttn 0, ie 6.37 
GOO eee bar Wa Ae m at ratsoue haat et ELM chee bee tel ahsites ect 7.59 
DOOR Sera i ere ohee WURDE RUNS atl SteNe lt ah meas ati ovate one 8.01 


It should be remembered that the reliability of an 
estimate depends upon the validity of the assump- 
tions on which it is based. If, instead of continued 
high employment during the next fifty years, we ex- 
perience the kind of fluctuations we had during the 
past fifty years, the projections shown here will be 
way off. Unemployment would reduce pay rolls and 
tax yields while probably accelerating the rate of re- 
tirement and of disability incidence. 


INSURANCE vs. ASSISTANCE 


The Committee on Ways and Means in its report 
on H.R. 6000 made the following statement which 


1These are the average of the high and low dollar costs divided 
by the high and low estimated taxable pay rolls. They are not the 
average of the relative costs shown in Chart 1. 

2See discussion on level-premium cost in preceding section. 
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carries forward the underlying philosophy of the So- 
cial Security Act: 


“The time has come to reaffirm the basic principle that 
a contributory system of social insurance in which workers 
share directly in meeting the cost of the protection afforded 
is the most satisfactory way of preventing dependency. 
A contributory system, in which both contributions and 
benefits are directly related to the individual’s own pro- 
ductive efforts, prevents insecurity while preserving self- 
reliance and initiative.” 


Despite legislative intentions to the contrary, how- 
ever, the old-age insurance program has thus far 
played a secondary role to assistance in providing 
payments to the aged. There were only 1.8 million 
aged insurance beneficiaries as compared with 2.6 
million recipients of old-age assistance in June, 1949. 
(See Table 2.) The latter has exceeded the former 
since benefits were first payable under the insurance 
program. It is questionable whether the new bill 
would reverse this trend. 

Miriam Civic 
Division of Business Economics 


Social Security Act Amendments of 1949,’’ Report No. 1300, 
House of Representatives, 81st Congress, Ist Session, p. 2. 


Business Book Shelf 


Forty-Seven Functions of Distribution—Discusses an 
approach to the analysis of distribution costs based on a 
study of the functions involved. The forty-seven distribu- 
tion functions are listed. Examples are given of the use of 
this functional breakdown in the analysis of marketing 
costs. Recommendations are made of eight ways in which 
the results of such analyses can be employed to improve 
individual company marketing methods. By Fenton B. 
Turck, Mechanical Engineering, August, 1949. 


Low-Income Families and Economic Stability—Statis- 
tical data on the problem of low-income families. 
Assembled by the Staff of the Subcommittee on Low-Income 
Families, Joint Committee on the Economic Report. Wash- 
ington, D. C., 1949. 


Price Control—An examination of price control in Great 
Britain concluding that intervention often leads to results 
that were not part of the government’s intention. By 
F. R. J. Jervis, Hutchinson’s Scientifie and Technical Pub- 
lications, London and New York, 1949. Price, 12/6. 


Government Finance in a Stable and Growing Economy 
A symposium containing twenty-five contributions by 
outstanding authorities in the field of taxation, money and 
fiscal policy. The Annals of the American Academy of 
Political and Social Science. November, 1949. 


Income-Tax Problems Arising from Foreign Currency 
Restrictions and Devaluations—When is income taxable 
under foreign currency restrictions and currency devalu- 
ation. By Otto P. Angel and Jay O. Kramer, The Journal of 
Accountancy, December, 1949. 
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Those Excise Taxes 


“Nuisance taxes”’—that is, special excises im- 
posed during the war for special reasons—are now 
an abomination in the sight of the Lord and should be 
abolished forthwith. The revenue loss that would 
result from the elimination is smaller than usually 
estimated. A net figure should be used, taking into 
account the lower out-payments under unemployment 
insurance involved in the elimination of these taxes. 


* * * 


Excise taxes generally should be reduced, and the 
lost revenue restored by use of more progressive taxes 
—thus helping to preserve the capitalist system, Karl 
Marz to the contrary notwithstanding. Karl was al- 
ways wrong, anyway. 


* * * 


Excise taxes should not be reduced, even if reduced 
expenditures made less revenue adequate. They are 
needed to stabilize public revenues and offset the 
progressiveness of taxes on income. For once Karl 
Marx was right when he said the quickest way to kill 
off capitalism was by employment of a steeply pro- 


gressive income tax. 
* * * 


The existing system of excise taxes, like Topsy, just 
grew. It does not make sense at some points, and 
harbors many inequities. Even if excise taxes are to 
remain as an important reliance of government, the 
system or systems now in use ought to be thoroughly 


overhauled. 
* * * 


The present hodgepodge should be repealed and 
replaced with a manufacturers’ excise tax of 20% flat 
on all manufactured products, both those which have 
and those which have not been heretofore the victims 


of excise imposts. 
* * * 


Nothing is to be gained by any system involving a 
flat rate on all types of products. Each product is 
a case unto itself. Some would not sell readily with a 
20% tax on them; others would. A “rational” system 
of rates is what is needed. 


* * * 


The Federal Government would do well to abolish 
all its excises, leaving this field to the states. Thus 
some relief would be granted, while competition among 
the states and closer observation by the taxpayer 
would tend to hold rates within reason. 
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Any really satisfactory overhauling of the tax struc- 
ure, or even that part of it constituting excise taxes, 
depends upon reduced expenditures. Of such a course 
there appears to be little likelihood in the near future. 


* * * 


Should the Federal Government retire from the field, 
vt would not take the states very long to begin col- 
ecting as much or more excises than the central gov- 
ernment had been collecting. Accordingly, nothing 
much would be gamed by abolishing federal excise 
taxes. 
§ * * * 

The states are looking forward toward substantially 
enlarged revenue needs in the next few years, and can 
e counted on to increase the money collected in the 
form of excise taxes in any event. 


* * * 


Any really constructive revision of the tax struc- 
ture must be based upon a study of the entire tax pic- 
‘ture—federal, state and local. Any other procedure 
can hardly fail to be incomplete and unsatisfactory. 


* * * 


The income-tax structure needs adjustment as well 
as the excises. A marginal rate of 50% should not 
be reached before the $200,000 income level. Top 
managerial and executive salaries are usually found in 
the $100,000 to $200,000 class, and a 50% marginal 
rate of tax operates psychologically against initiative 
and enterprise. 

* * * 

Certain “special cases” exist which require special 
consideration. Tobacco, liquor, gasoline, and tele- 
graph messages are among these. 


* * * 


HESE are typical statements made and defended 

at a round-table conference held by the National 
Industrial Conference Board on the subject of excise 
/ taxes! on November 22, 1949. Their content indicates 
‘the range of discussion; the fact that the statements 
are often contradictory suggests the difference of 
views which developed. 

There was, however, rather general agreement at a 
number of points. When one member of the panel 
said that many of the existing excise taxes are very 
regressive,” no great arguments were provoked, al- 

1The following speakers appeared on the program: William C. 
Warren, professor of law, Columbia University, chairman; and 
panel members Lew Hahn, president and treasurer, National Retail 
Dry Goods Association; Beardsley Ruml, chairman of the board, 
Jewelry Research Foundation; Louis Shere, professor of economics 
and director of tax research, Indiana University; George W. 
/ Mitchell, director of finance, State of Illinois; Don G. Mitchell, 

president, Sylvania Electric Products; Fred R. Fairchild, professor 
of economics, Yale University; A. Kyle Mitchell, director of sales, 
Western Union Telegraph Company; and R. E. Joyce, vice president, 
| National Distillers Products Corporation, president, Distilled 
Spirits Institute. Participation by the audience was extensive. 
2Regressive taxes are the reverse of progressive taxes. 
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though it was repeatedly asserted that, in considering 
the effects of taxation, one cannot confine oneself to 
the payer of the tax. Workers laid off because the tax 
has killed the market for the article their employer 
makes may be hit hard, and these workers doubtless 
are usually well down in the income scale. 

Existing excises were described at one point about 
as follows. Many of the excises today are unduly 
depressive. An excise tax may be levied against one 
industry, leaving a competing industry free of the 
tax. (Women’s cloth coats and fur coats might be a 
simple example.) Or one industry’s tax may be more 
burdensome than a competing industry. Some of these 
taxes actually raise only small amounts of revenue 
when the cost of compliance and administration are 
taken into account. There are a great many excise 
taxes which enter into business costs, and these are 
likely to be especially regressive, being paid by con- 
sumers, the largest group of which are in the low- 
income brackets. 

Nor is there much point in talking about confining 
such taxes to luxury items if it is a matter of collecting 
revenue. There is not very much of the aggregate 
expenditure on consumption goods that is in this lux- 
ury category. Much the same is to be said about 
choosing items on the basis of their essentiality. There 
are nearly 50 million people in this country who con- 
sume cigarettes. One begins to wonder in just what 
sense cigarettes are optional expenditures, or whether 
the definition of essentiality has much practical 
meaning. 


NEEDS OF THE STATES 


As to the future needs of the states, it was pointed 
out that deficit financing by state governments is 
almost out of the question. Some states actually for- 
bid it in their constitutions. All make it difficult for 
administrative officers. Again, accumulations built 
up during the war, when expenditures were limited 
and receipts exceptionally high, have all but vanished 
in most instances. Most states, too, have yet to attain 
a level of construction expenditures, particularly on 
streets and highways, which can really be termed an 
adequate replacement program. Industrial construc- 
tion and housing created demands for labor and ma- 
terials which have limited public construction by the 
states (this is ordinarily on a pay-as-you-go basis). 
The concatenation of many circumstances seems to 
render almost inevitable a smaller part of the tax 
burden placed upon real-estate owners. 

Welfare programs that were adopted in the 1930’s, 
with extremely low standards of qualification and sup- 
port, have become, through the raising of these stand- 
ards, a potential threat to the existing level of state 
taxation. Throughout the war period, full employ- 
ment welfare programs had to deal with a minimum 
of recipients. The raising of the standards then did 
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not have any immediate fiscal effects, but today even 
a modest reduction in the level of employment would 
entail a tremendous percentage increase in the number 
of persons eligible for state assistance under the stand- 
ards that now prevail. 


BROADER TAX BASE 


Tax programs are broadening accordingly. Many 
states and localities have recently received new taxing 
powers, and sales, excise, and gross income taxes are 
spreading on the state and local level. For example, 
twenty-eight states and the District of Columbia have 
a 2% sales tax, and hundreds of cities, chiefly in Cali- 
fornia, have general sales taxes. Gasoline taxes are 
found in all the states. About thirty states have rates 
higher than 4 cents a gallon; Louisiana has 9 cents. 
Nearly all the states (except the prohibition states) 
have liquor taxes. When the federal and state liquor 
levies are totaled, they come to $10 to $11 a gallon 
on spirits and $9 or $10 a barrel on beer. Cigarette 
taxes are found in forty states, the typical rate being 
3 cents. Cigarette taxes as high as 2 cents a package 


are being imposed by many cities. Putting the state 
and local cigarette taxes on top of the federal levy of 
7 cents results in a tax of 12 cents a package, which 
is more than 50% of the selling price. 


WHAT WOULD YOU DO? 


As if in response to the familiar catch question: 
“What would you do?” several of the participants 
replied in rather definite terms. One suggestion was a 
repeal of all excise taxes and an imposition of a manu- 
facturers’ excise tax of 20% upon all types of goods. 
Others were not so simple and brief. One opinion was 
to the effect that a couple of billion dollars of federal 
excise taxes should be shifted to corporate profits and 
death taxes. Priority for elimination was given by this 
participant to taxes on the transportation of property, 
the transportation of persons, lubricating oils, and 
electric, oil and gasoline appliances. Possibly a third 
of present taxes on admissions, gasoline, furs, jewelry, 
luggage, toilet preparations, telephone and telegraph, 
cable and radio, wire and equipment services, and all 
local telephone taxes should go, according to this par- 
ticipant. 


Corporate Donations in 1948 


EVENTY-NINE of the one hundred largest man- 
ufacturing corporations gave $16.1 million to 
charitable and welfare organizations in 1948. This is 
the same amount that was reported contributed by 
seventy-one of these corporations for 1947.1 
More significant than these totals as a measure of 
corporate giving, however, is the relationship of con- 
tributions to net sales. Despite many significant 
changes in sales volume, the median contribution for 
1948 was .04% of net sales—the same as for 1947. 
The figures reported on corporate giving show a 
high sensitivity to sales volume. With very few ex- 
ceptions, noticeable fluctuations in sales volume were 
accompanied by parallel revisions in company budg- 
ets. On the one hand, in an extreme instance, a sharp 
rise in sales was reflected in a threefold increase in 
corporation giving for the year. On the other hand, 
one corporation reported paring its donation budget 
75% as a result of shrinking business activity. In most 
instances, contributions were made on a highly selec- 
tive basis compared with year-earlier giving. 


PATTERN OF GIVING 


While the over-all pattern for giving remained sub- 
stantially the same during 1948, the figures disclose 
some significant changes in the way the donations 

1The Business Record, May, 1948. 


dollar was proportioned. The community chest is 
still the chief beneficiary of corporation charity. The 
Red Cross continues to represent the most important 
individual charitable agency recognized by corpora- 
tions. However, each organization’s share in the cor- 
porate donations dollar was cut during the year. The 
community chest, which in 1947 had received 37.9%, 
benefited to the extent of 30.8%. The share of the 
Red Cross dropped from 13.4% to 9.5%. This is at- 
tributed in part to revision of corporate budgets in 
favor of hospital and educational giving. The accom- 
panying chart depicts the shifts. 


COMMUNITY CHESTS FIRST 


All but one of the seventy-nine corporations report- 
ing contributed to the community chest. With two 
thirds of the companies, budgets to the community 
chest ranked largest. The average for giving in this 
“area” was $62,890, with gifts ranging from $750 to 
$236,849. The median amounted to $44,858. 

Per capita figures for community chest giving were 
submitted by forty of the corporations. Here, twenty 
corporations gave more than $2.82, with the other half 
dropping below this level. However, per capita giv- 
ing varied widely. There were two instances where it 
fell below a dollar; eleven instances where it amounted 
to between $1 and $2; eight instances, $2-$3; seven 
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instances, $3-$4; three instances, $4-$5; five instances, 
$5-$6; four instances, $6-$7. For those corporations 
reporting community chest giving in terms of sales 
olume at field sales offices, .02% was the most com- 
mon yardstick. 


ALL GIVE TO RED CROSS 


Close to 10 cents of the donations dollar was re- 
ceived by the Red Cross. With but one exception, all 
orporations contributed. In two instances, the dona- 
ion to the Red Cross was reported the largest part 
of the budget. Gifts ranged from $1,500 to $87,082, 
with half exceeding $13,000. 

Corporate giving would appear to be essential to 
the successful operation of the Red Cross, judging by 
reports from that organization. For example, in a 
study of the giving of 1,598 corporations in 137 larger 
chapters across the country for the past three cam- 
paigns, 29.5% of the total chapter receipts came from 
corporations. Receipts from these same firms in 1949 
were 89% of those for 1948. 


HOSPITALS GET MORE 


A proportionately larger share of the corporate dol- 
lar (17.5%) went to hospitals in 1948 than in the pre- 
vious year (13.1%). The average gift amounted to 
$36,000, against $31,000 in 1947. Contributions ranged, 
however, from as low as $25 to as high as $978,000. 

_ Some executives voiced concern over the choice of 
a proper yardstick for hospital giving. Should a con- 
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CHARITABLE CONTRIBUTIONS BY MANUFACTURING COMPANIES, 1947 and 1948 


Source: Tam Conrerencre Boarp 
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tribution be based upon the number of beds? And, if 
so, what is the proper number of beds per 1,000 popu- 
lation? Perhaps contributions should be in terms of 
the research program followed by the hospital. Or 
should the number of employees—a frequently used 
yardstick in other areas of giving—be employed? 
Must the institution be located in a plant town? Will 
labor’s social demands influence corporate policy as to 
hospital giving? 

These are just a few of the questions which execu- 
tives raise concerning donations to hospitals. Of 
course, they distinguish between capital appropri- 
ations and contributions to periodic drives. 


EDUCATION ALSO GAINS 


Colleges and universities also received a larger pro- 
portion of the donations dollars than in 1947. Gifts 
to these institutions, which at one time represented 
an exception to corporate giving, are now generally 
made in accordance with the “direct benefit theory.” 
These contributions are to be distinguished from 
appropriations of corporate funds to colleges for the 
purpose of research. These latter are generally 
charged as a business expense rather than a charitable 
donation. 

Gifts to colleges and universities ranged from $100 
to $235,000, with the median coming to $7,600. 


Joun H. Watson, III 
Division of Business Practices. 
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The Spending Units: And the Models They Own 


That mouthful, “Spending Units,” refers to related persons living in one dwelling who pool incomes. 
As expected, those spending units—or families—with the most income are likely to have postwar cars. 
Sixty-four of every hundred cars owned in the $7,500-and-up bracket are postwar models. At the other 
end, only 10 out of every 100 cars owned in the under-$1,000 income class are recent models. 
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The Models: How Distributed Among Spending Units 


Focusing attention on the model years, we find that almost half the cars made in 1939 or earlier are 
owned by families with less than $3,000 income. The 1940-1942 cars are distributed a bit further up 
the income scale than the 1939 group. Almost exactly half of the postwar cars are held by families with 
incomes of $5,000 and better. Families of from $3,000-$4,999 income own about a third (34%). 
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The Occupational Groups: And the Models They Own 


The Federal Reserve, which collected this data (car ownership as of early 1949; income as of 1948), 
also classified car ownership by the occupational status of the family head, among other ways. About 
40% or more of the cars owned in each of the three white collar groups are of postwar manufacture. More 
than half of the farmers’ cars are 1939 or older, but farmers own more postwar than 1940-1942 models. 
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The Models: How Distributed Among Occupations 


Approximately one third of all 1939 and older models and 1940-1942 cars are held by skilled and semi- 
skilled workers. This group also owns about one fifth of the postwar cars. The older cars tend to be held 
by nonwhite collar groups. White collar groups own 25% of the 1939 and older vehicles, 39% of 1940- 
1942 cars, and 56% of the postwar models; the managerial and self-employed alone have 28% of the latter. 
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Earnings, Hours and Employment Trends 


HE coal and steel strikes stymied the recent em- 

ployment comeback which had been under way 
in heavy goods industries. There was a reduction of 
319,000 production workers from mid-September to 
mid-October—the largest drop all year in the durable 
goods industries. As a result of work stoppages in 
industry as a whole, 19 million man-days were lost 
during October. 

This staggering total has not been approximated 
since February, 1946, when a series of strikes in steel, 
meat packing, electrical manufacturing, and automo- 
biles seriously hampered over-all output and working 
time. 


STEEL FORCES SLASHED 


More than 80% of the workers involved in labor 
disputes this October were employed in the steel 
industry. In fact, the production worker force in 
primary metal plants was cut 37% over the month 
and by almost one half over the year. The supply 
situation was not too critical, however, because of 
’ high steel inventories in many fabricating plants, This 
removed the need for more extensive shutdowns 
among fabricators. 

The upward pattern of accessions in nondurable 
goods industries continued in October, with the tex- 
tile and rubber industries accounting for much of the 
total increase of 6,000 workers. The settlement of a 
major labor dispute involving 17,000 persons was re- 
flected in the employment increase in the rubber 


industry. A sharp upsurge in orders sparked textile 
production and necessitated the addition of 35,000 
workers to the industry’s pay rolls. 

Working hours in textile plants were extended from 
38.6 to 39.4 between September and October and were 
half an hour longer than a year ago. In all manufac- 
turing, average weekly hours amounted to 39.7, just 
a notch above the September level and 0.8% below 
that of October, 1948. 


SLIGHT DROP IN HOURLY PAY 


October showed the greatest month-to-month cut- 
back in hourly earnings this year. The latest average 
released by the bureau was $1.392 for all manufactur- 
ing—a cent and a half less than in September. Pri- 
mary metalworkers experienced the greatest decline 
(4 cents) in the durable goods industries. Workers 
in apparel and other finished textiles in the soft-goods 
classification had a three-cent drop in their hourly 
return. Preseasonal layofis in the garment section of 
this industry reduced the incidence of overtime hours 
and premium payments. 

Increased hourly earnings occurred in a few in- 
stances among selected manufacturing industries. 
These, however, were limited to small amounts, none 
exceeding 0.6%. 
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EARNINGS, HOURS, EMPLOYMENT, PAY ROLLS, PRODUCTION WORKERS, 
MANUFACTURING INDUSTRIES! 
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How Will Veterans Spend the Money? 


ANY businessmen are expecting most of the $2.8 

billion in insurance dividends? to 16 million vet- 

erans in the next six months to show up in increased 

retail sales right away. At first look, it might seem 
there was good reason to expect them to do so. 

But there is little evidence to support the idea 
that these will be a major and immediate impact on 
sales. This is true both from what veterans say about 
how they will use their 1950 dividends and from the 
experience with similar windfalls in 1936 and 1947.? 

Instead, much of the effect on sales in the past 
appears to have been diffused over a longer period, 
both just before and long after the actual payment. 
The main reason for this is that, in the beginning, 
veterans save half and perhaps more of such wind- 
falls, particularly in the form of debt repayment, bank 
deposits and securities. It may even be that many of 
the immediate purchases financed by the payments 
would have been made anyway by use of credit or 
liquid reserves. 

All such uses mainly have the effect of improving 
veterans’ basic financial positions. This makes pos- 
sible, later on, more purchases than would otherwise 
have been made. 


EFFECT ON 1950 SALES 


The bulk of the dividend checks will go out in the 
first three or four months of 1950.3 But, in 1947 and 
1936, most of the cash was received in four to six 
weeks. 

The sharpest impact on sales will be felt in the 
first quarter, of course. But some of the dividend will 
be spent during the second half of 1950 or later—in 
part, because payments will be spread out. 

At least as much of the 1950 dividend is likely to be 
spent at stores almost immediately as of the 1947 
bonds, and more than in 1936. Veterans reported that 
two fifths of the 1947 bonds were spent at stores 
within six months, although retail sales data indicate 

1This dividend is the result of a National Service Life Insurance 
fund surplus. The first dividend checks are scheduled to be mailed 


by the Veterans’ Administration about the middle of January. The 
mailings are expected to be completed by July. 


2The Adjusted Compensation Act of 1936 authorized payment of 
certificates to veterans of World War I. ‘These certificates were 
redeemable after June 15, 1936, and eventually totaled $1,850 mil- 
lion. After September 2, 1947, Armed Forces Leave Bonds amounting 
to $1,865 million became eligible for general redemption. The effects 
of these payments on business are discussed below. 


’Figuring that a million checks will go out at the start of payments 
(about the middle of January) and an additional million checks each 
week thereafter, payments should average about $0.7 billion a month 
during the first quarter of 1950. The remaining $0.7 billion is sched- 
uled to be paid before July. 


spending of somewhat less. Only a fourth, or much 
less, of the 1936 bonus went to retail stores within 
six months. This may have been because of the 
smaller size of payment in 1947 than of the 1936 
bonus. 


Size Compared with 1947 Bonds 


The 1950 dividend averages somewhat less than the 
1947 bonds. Hence a range of from one third to one 
half of the dividend to be spent at stores within six 
months appears the most likely from the evidence. 
This would compare with a proportion of less than 
one fourth to be spent almost immediately that a 
recent poll of veterans indicates. 

In relation to over-all personal income, the 1950 
dividend is somewhat larger than the 1947 payment 
but considerably smaller than that of 1936. As a per- 
centage of six months’ personal income, the 1950 divi- 
dend amounts to 2% to 3%, in comparison with less 
than 2% for the 1947 windfall, but nearly 5% for the 
1936 bonus. 

Judging from the past, the retail lines that will 
share most of the immediate benefit include home fur- 
nishings, apparel, and general merchandise. (See 
Chart 2.) Automobile dealers may also benefit, but 
it is difficult to determine to what extent. Hard goods 
sales, in general, will be spurred more than sales of 
soft goods. 


HOW MUCH WILL BE SAVED 


The main key to an appraisal of the impact of the 
insurance dividend, or similar payments to veterans, 
is the portion that is saved. For example, a recent 
poll of veterans by the Vet-Times as to how veterans 
would use their refunds shows that 67% will be saved 
in some form. Repayment of mortgage, consumer, and 
other debts alone accounts for 38% of the uses. (See 
table.) 

A poll of this nature is evidently useful in gauging 
the initial impact of the insurance dividend, although 
there is some reason to believe that the percentage of 
the payment which is supposed to be saved may be a 
trifle high.t 

A superior guide to sales trends, in terms of how 


1In the first place the average dividend to be received by those 
covered in the poll was about $215, while the over-all average is 
about $175. This suggests that a higher proportion of the dividend 
will be saved by the readers of the Vet-Times than by all veterans. 
Secondly, the several hundred replies came only from veterans who 
took the trouble to clip out a response sheet and mail it to the news- 
paper. Such individuals tend to be conservative and perhaps have 
earmarked more of their dividends to various forms of saving than 
is the case for all veterans. 
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What Veterans Said about Disposal of 
Their Windfalls 


In Percentages 


Serie Tite [Armed F 
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Dividend! 1947 
1950 
Savings 
Repayment of debt.......... 39 8 42 
Bank deposits............... 18 5 
Securities. n00. eon ene 4 31 17 
Other fan. a5. eo tees 7 6 
Total®, saccceeeeee er ci: 67 50 59 
Nondurable goods............. if 23 8 
Durable goods;22 5)... -. asses. 14 Q1 15 
Services and miscellaneous...... 12 16 18 
otal a chee shies tics 100 110a 100 


Sources: Vet-Times, Army Times Vet-Letter. This is a survey of how veterans 
intend to spend their dividend. 


2Sources: Federal Reserve, Taz ConFrrENcE Boarp. This is a survey of how 
veterans disposed of their bonds. 


8Source: Commercial and Financial Chronicle. This is a survey by the American 
Legion of how veterans intended to spend their bonus. 


aTotals over 100 percent as some respondents mentioned two uses. 


veterans use their money over a period of time, can 
be found in the experience of 1936 and 1947. Chart I 
compares the movements of income and retail sales 
in those periods. The spikes on the income curves rep- 
resent the large immediate cashing of Adjusted Serv- 
ice Certificates in 1936 and Armed Forces Leave 
Bonds in 1947. 

In 1936, retail sales increased only slightly at the 
time of the bonus, but exhibited pronounced firmness 
into the following spring. They also held up better 
than income during the sharp decline in the fall of 
1937. All this suggests that much of the windfall may 
well have found its way into retail sgores in later 
months. 

In 1947, sales advanced in September at the same 
time that income spurted, but to a much lesser extent. 
Sales bulged again, ahead of income, around Christ- 
mas of 1947 and Easter of 1948, perhaps spurred in 
part by the deferred spending of the windfall. 


WHAT THE PAST SHOWS 


e e Broader implications of these over-all sales-in- 
come comparisons out of the past emerge from a brief 
summary of the 1936 and 1947 experience. First, only 
70% of the 1947 bonds and 75% of the 1936 certifi- 
cates were cashed in the first six months after redemp- 
tions began, and most were cashed in the first few 
weeks. Thus a fourth or more, in both cases, was kept 
as savings in their original forms of government se- 
curities. 

e e Secondly, veterans themselves said that only 
50% to 60% of the cash they received in 1947 (or 
roughly two fifths of the value of all bonds) was spent 
during the next six months at retail stores, according 
to a Federal Reserve survey. In 1936, before the 


Wurvey of Consumer Finances, Part III, “Consumer Ownership 
and Use of Liquid and Nonliquid Assets,” Federal Reserve Bulletin, 
July, 1948, p. 774. 


bonus, veterans told an American Legion poll* that 
they would use 25% to 30% of the windfall for pur- 
chases of goods. These surveys indicate that, roughly, 
only $750 million of the 1947 bonds and $500 million 
of the 1936 bonds were earmarked for retail expendi- 
tures in the half year following payment. The remain- 
der was used for expenditures for services and debt 
repayment and other forms of savings. 

ee Thirdly, the increase in sales in 1936 and 
1947, over and above prevailing trends, which can 
reasonably be attributed to the windfalls falls short 
of even these limited dimensions. A possible explan- 
ation is that some veterans used their windfalls for 
purchases they would otherwise have made by use of 
credit or liquid assets. Such purchases, of course, do 
not add any new demand but merely represent shifts 
in methods of financing. 

1See Commercial and Financial Chronicle, January 25, 1936, p. 552. 
There is a definite problem in interpreting this poll. First, the poll 
was taken a half year before the Adjusted Service Certificates were 
made available for redemption. Presumably, many veterans changed 
their minds on how they would spend their windfall. Secondly, it is 
difficult to interpret whether the intentions of the veterans as regards 
the disposition of their bonus was for the short run, say one to two 
months, or for a longer period, say six months. Despite these im- 
portant reservations, it appears on the basis of other evidence that 


the poll does afford some rough indication of the disposition of the 
Adjusted Service Certificates. 


Chart 1: Sales after the Windfalls—1936 and 1947 
Source: Department of Commerce 


Index Numbers: May, 1936=100 and August, 1947=100; 
Seasonally Adjusted 
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CHART 2: SALES BEFORE AND AFTER THE WINDFALLS 
Source: Department of Commerce 
Millions of Dollars; Seasonally Adjusted 


1936 
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Note: Each scale has a range of 50%. Dashed vertical lines indicate time of windfall. 


26 THE CONFERENCE BOARD 


To the extent that past veterans’ windfalls did not 
immediately bolster sales, financial positions were 
improved. This tended to stimulate sales long after 
the payments were made. Veterans who did not 
immediately cash bonds or certificates redeemed them 
many months later. Also, veterans who used their 
windfalls to pay off debts—or to buy needed goods 
for which they otherwise would have gone into debt— 
were enabled to use credit for major purchases in 
later months. 

Despite many similarities between the 1936 and 
1947 experiences, there were some differences in what 
happened in the two years. A contrast, however, is 
highly suggestive of what might be the effect of the 
1950 insurance dividend. The outstanding apparent 
difference is that a larger proportion of the 1947 bonds 
than of the 1936 certificates were used for retail pur- 
chases during the following half year. This appears 
from the surveys of veterans’ dispositions of the wind- 
falls—two fifths of the 1947 bonds versus one fourth 
of the 1936 certificates for consumer goods. Fitting 
in with this conclusion is the fact that the 1936 bonus 
appeared to have greater delayed effects on retail 
sales, after six months, than did the 1947 payment. 


THE CONTROLLING FACTOR? 


A full explanation of this difference might involve 
a host of factors—the age of the veterans in the two 
periods, the background of economic conditions, etc. 
But effects of several of these factors apparently bal- 
ance out. Perhaps the controlling factor in the spend- 
ing of the windfalls was the difference in the size 
and numbers of the payments. In 1947, 8.5 mil- 
lion veterans received an average of $216 each. In 
1936, 3.5 million veterans received an average of $530 
each, which, in 1947 prices, had a buying power of 
about $1,000. Thus the average 1936 bonus was al- 
most five times the average 1947 windfall in its com- 
mand of goods. And, normally, one would expect such 
large windfalls to be saved more often than small 
ones, and, if spent, to be spent more carefully and so 
more slowly. Thus, the smaller size of the 1947 wind- 
fall may explain why more of it was spent sooner. 

This year the average insurance dividend will be 
about $175, which is even smaller than that in 1947.1 
This is reason to believe that, if anything, a somewhat 
larger share of the 1950 dividend than of the 1947 
bonds will be spent in the first few months. Moreover, 
whatever differences exist between 1947 and 1950 in 
the distribution of liquid assets, in unemployment, 
and in similar economic factors would support the 
same conclusion. 


1A significant part of the difference in the average dollar amount 
of payment received per veteran for 1947 and 1950 is accounted for 
by a few hundred thousand veterans who received over $525 in 1947. 
The maximum payment in 1950 will be $528. On the other hand, 
prices may be somewhat higher in 1950 than they were in late 1947, 
indicating that fewer goods per dollar will be bought with the insur- 
ance dividend. 
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It appears that sales of durable goods were more af- 
fected by previous veterans’ windfalls than were sales 
of nondurable goods. Seasonably adjusted sales of 
motor vehicle dealers rose nearly 5% between May, 
1936, and June, 1936. However, the 12% rise in 
automobile sales between August, 1947, and Septem- 
ber, 1947, may have been owing more to increased 
automobile production than to Armed Forces Leave 
Bond redemptions. 

This conclusion seems to be confirmed by reported 
allocation of veterans’ payments (see table). Roughly, 
the same amount of cash or more was spent on 
hard goods as on soft goods. But as the soft goods 
group all together takes so much more of the con- 
sumers’ dollar, the percentage increase in sales of soft 
goods tends to be smaller than that for hard goods. 

Sales of housefurnishings stores rose 6% in Sep- 
tember, 1947, but were stable in June, 1936. However, 
perhaps in anticipation of the June, 1936, windfall, 
sales rose 11% between April and May of 1936. 

Among soft goods, apparel sales were most affected. 
Sales at men’s clothing stores and women’s apparel 
stores each rose 11% to 12% from August to Sep- 
tember, 1947. Sales of shoe stores rose 7%. The 
percentage increases in sales of these stores from May, 
1936, to July, 1936, were uniformly less, averaging 
only 4%. 

ALAN GREENSPAN 
Division of Business Economics 


Business Forecasts 


Sumner H. Slichter, Harvard University (in address to 
Toy Manufacturers of the United States, December 5)— 
“I believe that the rate of private investment during the 
first half of 1950 will be moderately below the levels of 
1949; that the deficit in the cash budgets of the local, state 
and national governments will be about $6 billion a year; 
and that the rate of personal and corporate saving will 
drop. The net result of these changes will be little change 
in the volume of business during the first quarter of 1950 
and a moderate rise to an annual rate of gross output of 
roughly $265 billion by the second quarter of 1950.” 

Standard and Poor’s (Industry Surveys, December 8) 
—Industrial production is estimated at 176 and 175 (1935- 


-1939=100) respectively for January and February, 1950, 


compared with 166 in October, 1949. 


Charles E. Wilson, president, General Motors Corporation 
(November 24) —“We are looking forward to good business 
next year.” General Motors is planning to produce cars and 
trucks “at the same or even higher levels than this year.” 

Ewan Clague, Commissioner of Labor Statistics (in ad- 
dress to American Public Welfare Association, December 
4)—“The outlook for the first half of 1950 seems to be 
one of moderately good business activity with employment 
holding up fairly well.” 


* 
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David E. Faville, Stanford. University (in address to 
Municipal Utilities Association, Santa Cruz, November 16) 
—‘“Business activity next year probably will be within 
5% to 8% of 1949 because the prolonged strikes this fall 
have pushed so much of 1949’s business over into 1950. The 
Federal Reserve Index of Industrial Activity is likely to be 
in the low 160’s as compared with the low 170’s for this 
year,’ 


Banking 


Marcus Nadler, New York University (in address to 
Bank Correspondents, St. Louis, Mo., November 16)— 
“The volume of deposits of the banks should witness a 
minor expansion, caused primarily by the increased hold- 
ings of securities by commercial banks and by a moderate 
increase in the volume of loans. In granting loans, banks 
should exercise considerable care because competition will 
be keener than before and the number of failures is likely 
to increase.” 


Ivan Wright, economist (memorandum prepared by Gran- 
berry, Marache & Co.)—“Interest rates will remain low 
and tend to decline during 1950. . . . While new capital 
financing may be rather large in 1950, it is generally be- 
lieved that this new financing will fall short of the volume 
of capital financing in either of the two previous years.” 

J. Stewart Baker, chairman, Bank of The Manhattan 
Company (in address to Stockholders, December 6)— 
“Interest rates will stay just about where they are over 
the next several months. I do not see any reason why they 
should rise and I hope they will not go down.” 


Construction 


Miles L. Colean, consultant on construction and mort- 
gage financing (in address to National Association of Mu- 
tual Savings Banks, December 5)—“We may look forward 
a year with fair confidence that the tally [of construction] 
for 1950 will not be greatly different from that of 1949 ex- 
cept for the likelihood that, within the total, there will be 
a decreased proportion of privately-financed dwellings and 
an enlarged proportion of public housing units. . . . In 
1950, the private housing segment is likely to be numer- 
ically as well as proportionately smaller than is the case 
this year or last.” 

Commerce Department (Construction and Construction 
Costs, November) —‘Construction costs are expected to 
show a slight upward tendency in 1950, but the average 
for the year probably will be about the same as the average 
for 1949.” 


Miscellaneous Commodities 


Robert T. Stevens, chairman, J. P. Stevens & Co. (in ad- 
dress to Anglo-American Cotton Textile Conference, No- 
vember 30)—“Most [cotton] mills can look forward to at 
least six months of sustained operations.” 

Department of Agriculture (Fats and Oils Situation, 
October) —“The output of fats and oils from domestic ma- 
terials in the year beginning October, 1949, probably will 
moderately exceed the new high of a year earlier, when pro- 
duction totaled about 11.6 billion pounds, including the oil 
equivalent of exported soybeans, flaxseed and peanuts for 
crushing. Prospective increases in 1949-1950 in output of 
lard, greases, butter and cottonseed oil more than offset ex- 


pected declines in production of soybean and peanut oils. 
. Prices of fats and oils probably will average lower 
than a year earlier.” 

Iron Age (weekly release, December 14)—“Several 
factors point toward excellent steel business during the first 
quarter of next year and reasonably good prospects for the 
entire first half.” R.N. 


Living Costs Dip 


ONSUMERS’ prices in mid-October showed the 

largest monthly decline recorded so far in 1949 
by Tue Conrerence Boarp’s index. The index now 
stands at 160.1 (January 1939=100), or 1.1% below a 
month ago. The October index is 2.7% below a year 
ago, but 23.2% above June, 1946, when most wartime 
price controls were abandoned. 

The 2.7% decline in retail food prices was the chief 
cause of the drop in the index. Practically all foods 
except fresh milk, onions, oranges, bananas, sugar 
and coffee showed a decrease from September to 
October. Coffee prices continued to climb. Food 
prices generally take a drop at this time of year, but 
the decline seems to be more than seasonal. 

Housing costs, which are surveyed quarterly, rose 
0.8% from July 15 to October 15 against an increase 
of 0.4% measured for the preceding period. Of the 
sixty-one cities surveyed, twenty-three showed rent 
increases. This is the largest number of cities to show 
upward adjustments since the March-June and June- 
September periods in 1948. The increases at that time 
reflected the passage of the amended version of the 
Federal Housing and Rent Act of 1947. The continua- 
tion of rent control in the major portion of the sixty- 
one cities is reflected by the stability of their rent or 
housing indexes. In those cities that have gone off con- 
trols, increases up to 22.8% have been reported. 

The fuel index was the only other component to 
show a rise between September 15 and October 15. 
This came from higher coal prices. Both men’s and 
women’s clothing prices recorded a drop of 0.1%. The 
only noticeable decreases occurred in men’s topcoats 
and women’s light wool spring coats. There were 
slight increases and decreases scattered throughout 
most of the other forty-one items surveyed, but none 
was large enough to influence the index noticeably. 

The housefurnishing index continued its downward 
movement, showing a decrease of 0.1%. 

The purchasing value of the dollar (January, 1939= 
100) increased 1.1% from September 15 to October 
15, climbing to 62.5 cents. This was 2.8% above the 
value of a year ago and the highest since November, 
1947, 

Sumruey Fass 
Statistical Division 
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Devaluation and American Business 


APITAL goods exports from this country have 

already suffered through the devaluation of for- 
eign currencies. Recent cuts in the United States tar- 
iff, plus devaluations, have given some foreign com- 
petitors an advantage in the American market. 

The price of imported foods depends more on the 
size of supplies than on the effects of devaluation. 
Those raw materials, a substantial portion of which 
are produced in the Western Hemisphere, are gov- 
erned as to price by the dollar quotations in interna- 
tional trade. 

Rising internal price levels in the devaluing nations 
may before long negate the benefits, if any, of lower- 
ing domestic currency values. 

These are some of the major points which emerged 
at THe CoNnFERENCE Boarp’s Round Table on “Effect 
on U.S. Business of Devaluation and Tariff Changes,” 
which the present article summarizes.1 The meeting 
was held at the Waldorf-Astoria Hotel in New York 
City on November 22, 1949. 


HISTORY FOR NOTHING 


At the outset, it was pointed out that currency 
manipulation is an old device of governments when 
they find themselves in economic difficulties. Con- 
trary to popular belief, the German and Russian gov- 
ernments after World War I were not the first to 
resort to such methods. As long ago as 550 B. C., for 
instance, in the reign of Dionysius of Syracuse, a cur- 
rency devaluation of 50% was decreed by the ruler. 
Its purpose, as he put it, was to improve the distress- 
ing economic condition of his subjects. In the middle 
of the following century, after the First Punic War, 
the Roman legislature decreed a currency devalua- 
tion of about 75%. Following a series of ups and 
downs in the economy, which included two devalua- 
tions and two Punic Wars, the currency had a value 
of less than one half of one per cent of what it was 
before the First Punic War. 

The economic history of Rome and Syracuse as 
well as other countries in both early and late times 
(including France and America in the eighteenth cen- 

1The participants were: Max Winkler, Partner, Bernard, Winkler 
& Co.; M. M. Smith, Vice President, E. W. Bliss Company; J. A. 
Cogan, Manager, Coordination and Economics Department, Standard 
Oil Company (New Jersey); Arthur Besse, President, National Asso- 
ciation of Wool Manufacturers; A. F. Wolf, Economist, The Hills 
Brothers Company; Simon Strauss, Vice President, American Smelt- 
ing and Refining Company; Warren J. Holmes,’ Assistant to the 
Export Manager, General Machinery Division, Allis-Chalmers 
Manufacturing Company; and members of the audience. The 


chairman was Murray Shields, Vice President, Bank of the Man- 
hattan Company. 


tury) is to a large extent disregarded. The fact that 
history is replete with instances of futile attempts to 
influence the course of economic and financial develop- 
ments by legislative action has taught governments 
little. Legislators apparently cling tenaciously to the 
view that they can obtain satisfactory results by in- 
dulging in currency debasement. 

If currency devaluation were an effective cure-all, 
financial problems would never be burdensome, for an 
immediate resort to devaluation would remove them. 
It is argued that devaluation is a temporary, not a 
permanent, solution. This would indicate that devalu- 
ation could follow upon devaluation. In addition, it 
is maintained that devaluation may prove beneficial 
if it does not go too far. How far is “too far”? London 
and Washington felt that Great Britain’s recent move 
had gone far enough. Amsterdam, Paris and Rome 
felt it had gone too far. 

Britain’s devaluation will not cure her present 
plight. When Britain did the same thing once before, 
the rest of the world’s currencies followed suit. This 
has already occurred to a large extent this time, and 
before this devaluation has run its course, the world 
will find itself in its prior position. 

The causes of the United Kingdom’s difficulties lie 
in fundamentals: (1) the loss of overseas investment 
income; (2) the tragic dislocation of international 
trade; (3) an extravagant social welfare program; and 
(4) military expenditures far beyond the capacity of 
the nation to bear. The answer to fundamental prob- 
lems cannot be found in legislative measures, but only 
in an attack on the fundamentals that are causing the 
trouble. 

The British pound already sells at a discount from 
its newly legislated value. Does this foreshadow fur- 
ther devaluation? 


CAPITAL GOODS: SHORT TERM 


Although present United States policy is directed 
toward increasing American imports, there is also evi- 


dence of a tendency toward increasing the rate of 


capital goods export—at least for the present. How- 
ever, the short-term effect of devaluation is to lower 
the level of these exports. 

Up to about six or eight months ago, prices of 
European capital goods were high and deliveries long. 
But devaluation has since removed price differentials 
as regards American goods. Deliveries also improved. 

The immediate impact of devaluation was a sudden 
lull in overseas business. Inquiries fell off. Negotiations 
then under way were broken, pending reassessment 
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of the market by purchasers, or because goods sud- 
denly became too expensive. Contracts were lost to 
competitors simply because an American price ad- 
vantage one day was turned into a disadvantage the 
next. Devaluation changed the situation abruptly 
without any price action on the part of the manufac- 
turer in the devaluing country. 

Devaluation has made our capital goods from 10% 
to 45% more expensive to buyers in the devaluing 
countries. In addition, shortages of local capital force 
the buyer to seek credit in order to make such pur- 
chases. Many of the purchases which were contem- 
plated on the basis of the old exchange rates are no 
longer feasible, since now they cannot pay off suffi- 
ciently to warrant the extension of credit. 


CAPITAL GOODS: LONG TERM 


Over the long term, conditions will change. Rising 
costs will increase the prices of competing manu- 
facturers abroad following the inflationary effects of 
devaluation. If American prices remain stable, this 
may wipe out present price advantages of the devalu- 
ing countries. In addition, as foreign order books are 
filled up because of the present price relationship, 
extended delivery periods will make the purchase of 
such equipment no longer attractive, or even tenable, 
despite the price differential. 

Lower prices, even when combined with lower 
tariffs, are not likely to increase imports of capital 
goods into this country, since the most efficient 
machinery available (which is what the American 
manufacturer requires) is usually only to be found 
in the United States. 

As trade tends to balance and more dollars become 
available, capital goods exports should again pick up. 
There will be some reshuffling of our export trade. 
There should be a reduced demand for American ex- 
ports of raw materials and consumer goods and an 
increase in our imports of noncapital goods. Our capi- 
tal goods exports should benefit after a short period. 
Where specialized machinery is only available from 
American manufacturers, this trend will be accentu- 
ated. 


| VARIED EXPERIENCE 


It should be noted that there was some difference 
of opinion (expressed at the meeting) in respect to 
some of the foregoing points. It was not agreed that 
foreign prices of capital goods will eventually equal 
those of the United States. It was claimed that the 
present price differential favoring foreign competitors 
would appreciably narrow, but would not be wiped 
out. There was disagreement that lengthy waiting 
periods, because of full order books abroad, will ensue. 
Although Americans have, up to now, made sales be- 
cause of extended order periods abroad, this no longer 
tends to be the case, nor is it likely to be in the future. 
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Finally, there was a difference of viewpoint about 
the relative technological merits of American as op- 
posed to foreign goods. One view implied that Ameri- 
can technology would tend to keep ahead; the other, 
that producers abroad would catch up as they were 
able to concentrate on new design and development. 


WOOL TEXTILE IMPORTS UP 


Devaluation, combined with changes in United 
States tariffs, has put the foreign manufacturer of 
wool textiles in a favorable position regarding exports 
to this country. The most important rate for this 
industry has been reduced from 60% ad valorem to 
25% ad valorem since 1930. At first, the 25% rate, 
set in 1948, had little effect because there was not 
enough foreign production to export and because the 
dollars earned by export were not available to the 
individual manufacturer. There was greater profit in 
selling to soft currency areas. 

Now that there is production available for export 
and a 30% devaluation, the British exporter can make 
as much profit in the American market as anywhere 
else. Other things being equal, the 30% devaluation 
is equivalent to a complete removal of ad valorem 
tariffs up to 43%. Therefore, the British exporter has 
achieved a more substantial advantage by devaluation 
than if the 25% ad valorem tariff had been removed 
and there had been no devaluation. Partly as a result, 
exports of wool textiles from Great Britain to the 
United States in October increased 90% in volume 
and 70% in value over a year ago. 

Because of devaluation, wages in this country are 
now three and three fourths times as high as in Great 
Britain, where better wool textile wages are paid than 
anywhere in the world with the exception of the 
United States. Although the United States has about 
a 33% advantage in efficiency, this is hardly enough 
to offset the difference in wage rates. 


IMPACT ON FOOD IMPORTS 


Many factors tend to negate or soften the imme- 
diate impact of devaluation on food imports. 

1. A small devaluation gets lost in the shuffle of 
transportation, insurance, brokerage fees, tariffs, etc. 

2. Many prices of articles for export have been 
quoted in dollars for a considerable period of time, 
and frequently at a lower rate. This was done to 
prevent repeated calculations in the home currency 
and to achieve a certain amount of stability. Deval- 
uation is not likely to affect these dollar prices. 

3. Exporters in countries where prices are on the 
rise hesitate to lower quotations. 

4. Where a crop is monopolistically controlled, 
particularly in a one-crop country, the policy gen- 
erally followed is that which will return the greatest 
number of dollars. 
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5. Where lower prices do not act to increase 
demand enough to maintain or augment the former 
return, exporters will maintain old prices in dollars. 

6. Most important of all, many of the food im- 
ports are still in short supply. In such cases, de- 
valuation has had no effect on either the prices or 
quantities of the commodities imported. 


Lower price levels may be the result not of devalua- 
tion but of increasing supplies. This change in supply 
may appear indirectly. For instance, since Great Brit- 
ain devalued her currency more drastically than Italy 
did, the market for Italian food specialties has been 
cut in that country. As a consequence, Italy is sending 
more goods to the United States market. This has a 
price depressing effect here. 


Dates from Iraq 


These observations may be illustrated by examin- 
ing recent experience with some imported food com- 
modities. Dates from Iraq are quoted in sterling 
prices, which have not changed. Hence, the dollar 
price to the American trade is now lower. But these 
reduced prices are not necessarily reflected yet in 
lower consumer prices, since there are considerable 
stocks available which were bought at the old rate. 
Whether devaluation will bring about larger imports 
of dates will depend on the available supply of high- 
quality dates and the decision of the date monopoly 
in Iraq in regard to their allocation to each importing 
country. 


Cocoa 


Cocoa prices, although dropping after devaluation, 
are now higher than they were before. The interim 
lower price appears to have been caused by sellers 
in this country who felt that devaluation would flood 
the market with cocoa beans. But supplies throughout 
the world were relatively short and the expected did 
not happen. Another factor was a reduction of 10% 
to 15% in dollar prices below sterling prices about 
six months ago. The present strength may also be 
attributable to a greater demand by chocolate-pro- 
ducing countries, which expect to export more of their 
products to this country. 


Canned Fish and Olive Oil 


The prices of certain canned fish have been affected 
by devaluation. Because Great Britain and Norway 
wish to meet competition from Canada, these products 
have dropped more than 25%. Norway lost a large 
part of its market in the United States during the 
war and is making a strong effort to recapture it. 
Since this was the government’s desire, there was an 
almost immediate reduction of price. 

Olive oil prices are chiefly quoted in dollars, and 
no particular changes have thus far been observed. 


Increasing supplies—especially from Spain, which has 
had a good crop—and the anticipated lowering of the 
tariff which was to occur on January 1, 1950, may 
cause a decline in prices in the near future. 


Pepper 


Black pepper prices are declining, but mainly be- 
cause of increasing supplies. White pepper, in short 
supply, has increased in price. As soon as the Indo- 
nesian Islands get back into full production, the prices 
of both may fall. The effects of devaluation on pepper 
prices are especially difficult to determine because 
some countries have reexported pepper to the United 
States at lower prices in order to obtain dollars. 

The possibly limited effect of a small devaluation 
may be strikingly illustrated in the case of French 
champagne for sale in New York: 


Delivered cost:.. «2c saves & «288 $22.25 
U.S. duties and taxes........... 10.91 
New York State taxes........... .98 
Unloading and warehousing...... .60 
Importer’s commission .......... 7.00 
Wholesaler's*charge cc igs: er 6.68 
Retail margin. seen ee ete 23.03 
Price to consumer............ $71.45 
Per bottle...45. bea eee 5.95 


Wine producers feel that they cannot meet this 
problem by making minor cuts on the original cost. 
Such corrections would hardly affect the price to the 
American consumer. Prices of still wines, however, 
appear to have been lowered in spots. 

It would generally seem that devaluation will have 
no particular effect on the structure of domestic food 
prices. Where prices are being lowered, it is mainly 
because of increasing supplies or competition, and 
only to a minor degree because of devaluation. Since 
the effect of the latter may be wiped out when prices 
abroad rise because of internal inflation, importers who 
anticipate this are reluctant to raise prices. 


PETROLEUM TRADE VITAL 


No important changes in the trade pattern of petro- 
leum and its products—the most important single 
commodity in world trade from the standpoint of 
bulk or value—have been observed as a result of de- 
valuation. In the long run, somewhat more significant 
changes may occur. 

United Kingdom and United States companies are 
the principal sellers. The world’s surplus areas are in 
the Caribbean and the Middle East, from which 
sources the deficiency nations must be supplied. The 
most important of these importing nations are Euro- 
pean. Far Eastern oil is largely consumed in the 
near-by area, and United States home production 
is by and large consumed domestically. 
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_ The general price trend since devaluation has been 
toward adjusting the sterling price to dollar prices, 
thus increasing quotations in soft currency. The rea- 
son is not hard to find. Sterling oil has been finding 
outlets to about the maximum of availability. No 
/measurable increase in sales would, therefore, have 
resulted from quotations giving sterling sellers a price 
advantage over dollar sellers. In fact, difficulties 
- would have been experienced in attempting to handle 
any marked increase in sterling business. This is one 
reason why prices followed the dollar. 

The same situation prevails in regard to another 
important price factor for petroleum—that of tanker 
cost. The cost of moving oil by tanker has tended to 
remain constant in dollars because of insufficient sterl- 
ing or soft-currency capacity to cover transportation 
- requirements. 

Import prices in soft currency areas have naturally 
risen, but this increase is not fully translated into 
retail prices because of unchanged local currency 
charges. 


Pressure on Dollar Prices 


From the long-range standpoint, as long as devalu- 
tion is not offset by inflation in local costs, there will 
be some pressure to reduce dollar prices through the 
influence of costs which can be covered in the soft 
currencies. This must be qualified to the extent that 
sterling-area producers must have recourse to the 
United States for certain items of specialized equip- 
ment and pay dollar royalties in many cases. On the 
other hand, United States companies abroad may be 
able to cover a larger proportion of costs in soft 
currencies—depending on availabilities and equal 


| access. 


For the present, no great change in sales position 
should be expected as a result of devaluation. How- 
ever, tendencies to market sterling oil at the expense 
- of dollar oil had developed before devaluation, and 
this trend may be expected to continue as additional 
sterling oil supplies are developed. This has been 
supported by discriminatory bilateral arrangements, 
as well as by the prohibition on United States com- 
panies from accepting sterling from third parties or 
from using sterling. Negotiations to remove fence 
hindrances are in process. 

Higher prices in devaluing countries mean some 
_ lessening of oil consumption. The price of domestic 
coal will be relatively cheaper. In any case, demand 
for petroleum will remain high, since the commodity 
is essential to many industries, which will find a 
greater need for it as economic conditions improve. 


Removing Trade Obstacles 


The general effect of tariffs on petroleum trade has 
not been a controlling factor in setting interarea 
trade patterns. Duties on crude oil are generally 


lower than on refined, in order to encourage local 
processing. By and large, import levies have served 
mainly as revenue raisers. 

To the extent that devaluation proves successful 
in removing trade obstacles, the ability of American 
companies to compete for world markets will, in the 
long run, be improved. 


NONFERROUS METALS 


The principal producing and consuming centers of 
copper, lead and zinc may be split into Eastern and 
Western Hemisphere sectors. The chief consumers are 
Western Europe and the United States. Europe is 
extremely deficient in these metals, and imports the 
exportable surpluses of Australia and Africa. Although 
the United States is an important producer as well 
as consumer, the enormous rise in consumption since 
the last war has made this country a net importer of 
from 25%-40% of its supplies. 

By and large, the United States deficiency is made 
up from supplies originating in Canada and Latin 
America. Canada’s 10% devaluation was not large 
enough to seriously affect the price in what might be 
called dollar bloc sources. Europe, however, cannot 
get all its requirements from the Eastern Hemisphere, 
and so is also dependent on sources in this part of the 
world. The bulk of European imports of lead, zinc and 
copper from this hemisphere come from Canada, Chile, 
Mexico, Peru, or Bolivia. For these imports, which 
might be considered as marginal, Europe has had to 
face a higher price. As a result, a situation similar 
to that in the petroleum market has developed, and 
sterling prices have followed the dollar prices. 


Expanding Productive Facilities 


It might be thought that, because of the additional 
profit which devaluation has thus brought to soft- 
currency producers in Australia and Africa, produc- 
tion would be expanded—perhaps in order to capture 
some Western Hemisphere dollars so badly needed 
by the British. Postwar prices of nonferrous metals 
have been at unparalleled levels and operations have 
been at capacity. Thus far, the Rhodesian copper and 
the Australian zinc and lead industries have increased 
an already substantial margin of profit—not all of 
of which goes to the tax collector. 

Yet an expansion of capacity would bring problems. 
Because of the enormous tonnages which must be 
moved to and from the inconvenient places where 
minerals are located, a period of anywhere from two to 
five years is required to bring in new production. 
Under these conditions, how much of the profit mar- 
gin will the tax collector let the producer keep? And 
how much profit margin will be left at the end of the 
two-to-five-year period—especially since inflationary 
trends within the devaluing countries might by that 
time catch up with present cost advantages? Over the 
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long pull, it would seem that devaluation will have 
relatively little effect on prices and production in the 
copper, lead and zinc industries. 


Japan and Germany as Exporters 


There is one important exception to this general 
scheme of things. In the postwar period, Japan and 
Germany have emerged as exporters of nonferrous 
metals. This phenomenon has not occurred because 
any new production of consequence has been brought 
into being, but because businessmen hoarded and hid 
scrap at the end of the war and during the subsequent 
inflation—in preference to accepting relatively useless 
currency. 

With the currency reform and the shortage of work- 
ing capital in Germany, this scrap came out of con- 
cealment, and currency devaluation in Germany gave 
such scrap additional value. Thus, a substantial 
amount of lead and some copper and zinc are emerg- 
ing from Germany and Japan. Both countries, how- 
ever, will return to a net import basis when economic 
activity sufficiently revives. 

The other major nonferrous metal is tin, which is 
produced mainly in the soft-currency areas. The Brit- 
ish, as the major producers, attempted to keep the 
dollar price constant and to raise the sterling price. 
With the freeing of controls on this metal and the 
reopening of the London Metal Exchange for tin trad- 
ing, a pronounced drop in tin prices occurred. Present 
world production is somewhat in excess of consump- 
tion. 

The United States consumes roughly 60,000 to 
70,000 tons of tin a year. Stock-pile purchases of 
undisclosed amounts may bring imports up to 100,000 
tons a year. The recent price drop amounts to approx- 
imately $400 a ton—a loss to the sterling block, Bene- 
lux, and the Bolivian producers of about $40 million 
in dollar exchange. 

The long-term trend may be obscured by this de- 
velopment. The only producer of any stature in this 
hemisphere is Bolivia. Tin is an essential commodity 
in case of war, and our country is dependent on over- 
seas sources for its supply. The government cannot 
afford to see the price drop to the point where Bo- 
livian mines are shut—and this level is being ap- 
proached. Hence, it is a fair guess that, in one way or 
another, this country will, in the national interest, take 
steps to stabilize the price of tin at the present level. 

The tariff structure on nonferrous metals changed 
somewhat with the beginning of the war, when imports 
needed encouragement. There is no import duty on 
tin. Copper duties have dropped from 4 cents a pound 
to 2 cents to zero. Lead duties are now 1 1/16 cents 
a pound as against 24 cents before the war. Zinc 
dropped from 1 2/5 cents to 7g cents a pound. 

Because of the shortage, these lower duties have had 
no effect on domestic producers, especially since do- 


mestic duty-paid prices have ranged from 50% to 
150% above prewar. This situation is changing as 
supply catches up with demand and the volume of 
import material puts pressure upon the price. This is 
primarily true of lead at the moment, and is poten- 
tially true of copper and zinc. 

It should be remembered, however, that these im- 
ports mostly originate in dollar areas and are pri- 
marily salable in dollars. 


Hours of Work Abroad 


VEN as American labor is looking to a further 

reduction of hours below forty, workers in most 
countries abroad have been on a longer work week. 
The six-day, eight-hour day has been the standard in 
Europe for many years. Now the trend is toward a 
shortening of the work week. 

Actual hours of work in five European industrial 
countries ranged between forty-four and forty-eight 
a week in 1948 (see table). In that year, shorter 
schedules were worked in the United States and 
Canada. Where figures are available for 1949, a sim- 
ilar disparity is evident. 

The longer hours in Europe reflect two facts. First, 
nominal or contractual hours in many countries range 
up to forty-eight a week. Secondly, actual hours 
often deviate from normal hours as overtime is 
worked, particularly to meet the need for greater out- 
put for reconstruction and exports. Extension of con- 
tractual hours was very important during mobilization 
and wartime, causing a rise in working schedules the 
world over. During 1944, hours worked were longest 
in Great Britain and Germany.! In contrast, average 
hours fall below the norm whenever part-time em- 
ployment and curtailed industrial activity occur. 
Hence, fewer hours were worked in most countries 
during the early depression years and up to 1939. In 
France, average hours were 40.7 a week in 1939, while 
in the United States they were as low as 37.7 a week. 
Preparations for war and actual war after September 1 


raised hours of work in that year in Germany to levels 


exceeding the peak of war activity in 1944. In normal 
times, when overtime and part time are not very 
important, actual hours of work are close to the estab- 
lished norms. 


NOMINAL HOURS 


The forty-hour week was established in the United 
States by the Fair Labor Standards Act. Collective 
1For Great Britain the peak of 52.9 hours was reached in July, 


1943, while hours in manufacturing in the United States reached 
a peak of 45.2 in 1944. 
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_ bargaining has provided for shorter hours in some of 


the industries while strong unions and worker agita- 


_ tion has often forced the hand of government. 


In other countries, the manner in which reduction 


in hours is achieved depends upon the traditions and 
- economy of the country. Workers in Great Britain, 


for instance, rely on bargaining, while French workers 


- follow a long tradition of leaning on the government 
- for improvements in working conditions. 


The normal work week has shown continued signs 


_ of falling since the end of the war. The 48-hour week 


in some instances has given way to shorter periods. 


_ Where a 54-hour week was previously in force (and 
where regulations previously were absent) forty-eight 
hours have been established.1 


In Great Britain, the eight-hour day and 48-hour 


week were most common before the war, although 
workers in building trades enjoyed a 44-hour week.? 


After the war, a general movement for reductions in 


hours emerged. Assisted by a sympathetic govern- 
ment in Whitehall and by the growth of government- 
owned and operated industry, satisfactory results were 
widespread. The demand for a lowering of the 48- 
hour work week to forty hours was partially met, with 
hours of work being reduced to forty-four a week. A 
five-day week was introduced in the coal industry on 
May 3, 1947. 


Average Actual Hours of Work in United States 
and Other Major Industrial Countries 


Sources: International Labor Organization; British Information 
Services; Bureau of Labor Statistics 


Country 19491 1948 1944 1939 
United States.......... 39.0 40.1 45 2 37.7 
United Kingdom....... aie 46 .7a 48 .64 Park 
IEPANICC 2 carte ie sive cs se oe eel 44 .6b 42 .6c 40 .'7 
SS CrMARYoReeL etn | 45.3 43.1 48 .3f,g | 48.6f 
Eee ee Pav, taeat ey 41.7h 
(CEENS Ee Coes Stee ane 43 .0 42.2 AT 5 47 2 
Switzerland............ AT A AT 7 47.3 47.1 
Rvedennere acces sc Dee Lah AT 2 45.62 
Czechoslovakia......... 46.8 Meta 45.07 


Note: Hours-of-work figures do not cover identical industries for each country. 
Manufacturing industries are generally included. However, for some countries in 
particular years, mining, construction and transportation are included. The figures 
therefore are not strictly comparable but provide a fairly good indication of the 
average level of hours. 

1March figures. : 

21948 and 1949 are Bizone. 

aOctober. 

bAverage of quarterly figures. 

cAverage of March and December. 

dSeptember. 

fMarch—not comparable with later figures; includes Austria, 

gincludes the Sudetenland and Eastern territories, 

hJanuary and June. 

iAverage of semiannual figures. 


gMarch. 


Under the pressure of widespread unemployment 
and the aegis of a socialist government, the forty-hour 
week was standardized in France in 1936. A choice of 


International Labor Conference 32nd Session, Report of the 
Director-General, Geneva, 1949, p. '70. 

?Bureau of Labor Statistics, Notes on Labor Abroad, No. 2, June‘ 
1947, p. 11. 


a five-day week, one of five and one-half days, or one 
of six days, at different daily hours, was permitted. 
During the war, normal hours were increased to forty- 
five, while overtime rates of pay were reduced.” After 
the German occupation, nominal hours were again 
raised to forty-eight. However, on February 25, 1946, 
an act of the constituent assembly restored the forty- 
hour week, with overtime payments for work per- 
formed beyond the fortieth hour.® 

Before the war, Germany recognized the eight-hour 
day under collective agreements. Actual hours were 
regulated by hours-of-work codes. A forty-hour week 
was achieved under the Weimar republic, but under 
Hitler the work week was successively increased to 
forty-eight and sixty hours. A high degree of flexi- 
bility was retained in the codes to permit still longer 
hours during mobilization.* 

In other countries, normal hours of work are closer 
to forty-eight than to forty. The International Labor 
Office reported data for thirty occupations in 1946. 
The most commonly found hours were forty-eight. On 
the basis of actual hours data, it seems that few 
changes have since occurred. It is interesting to note 
that in 1939 Italy attempted a six-hour day for civil 
service employees. It was the hope that private enter- 
prise would follow the example set by the government, 
thereby ameliorating the existing depression.» War 
the next year acted as the sought-after employment 
stimulant. 

A few countries other than the United States have 
forty-hour laws. Belgium’s “five and eight” was estab- 
lished in 1936 for industries in which work was car- 
ried on under dangerous, unhealthful or offensive con- 
ditions. New Zealand legislated a forty-hour week in 
1936 and extended the act’s coverage in 1945.7 A re- 
cent decision of the court of arbitration in Australia 
unanimously recommended a forty-hour week in all 
industries that had applied for it. Labor, however, 
put itself on record that it envisaged a progressive 
reduction in working time until the thirty-hour week 
was an accomplished fact.® 

It may be reasonably assumed that workers in 
other countries look forward to shorter work sched- 
ules. In most instances, however, the demands must 
be deferred until after the current production and 
monetary crisis. 


Hersert R. BRINBERG 
Division of Business Economics 


1Monthly Labor Review, July, 1937, p. 133. 

2Monthly Labor Review, April, 1940, p. 845. 

3International Labor Review, March-April, 1946, p. 255. 
4International Labor Review, March, 1939, p. 360. 
5Monthly Labor Review, Dec., 1939, p. 1508. 

6 Monthly Labor Review, Feb., 1944, p. 289. 

TInternational Labor Review, May-June, 1946, p. 417. 
8International Labor Review, December, 1948, pp. 725, 734. 
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Television Grows Up 


HE television industry seems to be over the hump 

of its growth. In the final quarter of 1949 it 
turned out sets at a faster rate than it expects to aver- 
age in 1950. 

The immediate market is limited mainly by tech- 
nical factors and to some degree by price factors. This 
is generally true of all new industries in their early 
stages. Yet the video manufacturing industry appears 
big enough now to take in its stride the prospective 
expansion in its market over the coming year.! 

The growth of television, from infancy to virtual 
maturity in less than four years, has been the most 
rapid of any industry in our recent industrial history. 
This fact suggests that American productive capacity 
has grown so large that new industries generally grow 
up much faster now than ever before, and, accord- 
ingly, provide new investment outlets for much 
shorter periods of time. 


BY LEAPS AND BOUNDS 


About 6,500 sets were produced in 1946; in 1947, 
200,000 were produced; slightly under one million were 
made in 1948; and output for 1949 is estimated to have 
reached slightly over 2.6 million. Television set out- 
put in the last quarter of 1949 totaled about one mil- 
lion sets, or a rate of four million a year. Output for 


October alone reached approximately 380,000 sets, or 


an annual rate of 4.6 million. According to the Radio 
Manufacturers Association, the industry expects to 
produce about 3.7 million TV sets in 1950. Hence, 
present productive capacity is generally adequate to 
meet next year’s expectations; it is slated to expand 
only 10%-20% in the coming year. 

A seasonal pattern, which became evident during 
the latter part of 1948, has now definitely set in. (See 
Chart 2.) There is a gradual falling off in demand 
during the first half of the year, with June or July the 
low point. This is followed by a substantial upturn in 
late summer and fall, reaching a peak in the final 
quarter. The appearance of seasonal movements ex- 
plains why the production rate of the last quarter of 
1949 was higher than the average output anticipated 
for 1950. 

From 1950 on, prospects for the industry seem to 
point to continued growth but at a decelerated pace. 
The major factors limiting the market may be out- 
lined as follows: 


1. Prices 


e e Prices of video sets came down substantially 


1The evaluation in this article, of course, assumes no sudden 
technical revolution, not now on the horizon, in tube design or other 
television manufacture that would radically bear on costs and prices. 


after 1946, as output expanded and unit costs were 
reduced. Prices are now low enough for video to be 
within the reach of a substantial segment of the lower 
income groups. However, there is still a sizable sector 
of the population which cannot be considered to be 
in the market—at present prices. 

Since costs of component parts and wages are ex- 
pected to continue at approximately current levels, 
the trade does not foresee any significant price re- 
ductions for 1950. 

e e The price range for TV sets today is much closer 
to that of refrigerators than that of radios. There are 
about 30 million refrigerators in use compared with 
63 million radiost in 42 million homes (and some 36 


1Figures on radios compiled by Caldwell-Clements, Inc. In addi- 
tion, there are about 4 million more radios in business establishments 
and other public places and about 14 million in automobiles. 


Chart 1: Television Grows Fastest 
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million passenger cars registered). Hence the poten- 

ial market for TV at current prices is closer to 30 
million sets than radio’s 63 million. Estimates by in- 
‘dustry observers of the potential video market range 
‘from 25 million to 40 million sets. 


. Technical 


e e Television stations have a limited broadcasting 
range. At present a television station cannot transmit 
consistently good signals beyond a range of 50 to 75 
miles, depending upon operational interference and 
local conditions. Television coverage now is limited 
‘to slightly over fifty metropolitan areas embracing 
‘about 22 million families. 

_ @eAn FCC “freeze” on installation of new stations 
‘went into effect in September, 1948.1 With the prob- 
‘able lifting of the freeze sometime this year, addi- 
tional transmitters will go under construction, and 
new markets will be opened. 

e e As soon as the industry and the FCC develop 


1Toward the latter part of 1948, a considerable amount of inter- 
ference between stations became evident, making for faulty reception 
in many areas. Therefore, in September, 1948, it became necessary 
for the FCC to suspend applications for construction of new television 
stations until this technical problem was solved. During the past 
year, the FCC has been experimenting with the ultrahigh frequency 
band (UHF) to supplement the very high frequency band (VHF) 
under which present television broadcasting is operating. As soon 
as the Federal Communications Commission feels that UHF is ready 
for commercial use, additional channels will become available per- 
mitting considerable expansion of television facilities. 


Chart 2: Television over the Crest 


Sources: Radio Manufacturers Association; Taz CoNFERENCE 
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the technical means of extending service to smaller 
communities and rural areas, still further potential 
demand will be tapped. It is expected that television 
facilities will eventually become available to rural sec- 
tions by means of satellite stations. These will relay 
telecasts from major stations. 


3. Consumer Attitudes 


e e High family income and the novelty of televi- 
sion have exerted an enormous demand during the 
past three years. Consequently a sizable segment of 
the population in those areas where television service 
is available now owns sets. 

ee The color controversy may be operating as a 
deterrent to greater demand. Apparently some poten- 
tial buyers are dubious as to the effect color television 
will have on sets now on the market. However, the 
FCC has stated that a color system will be approved 
only if it can be adopted to the black and white sets 
with minor inexpensive adjustments. Many television 
manufacturers feel that color will not be ready for 
commercial use for several years. 

e e Many prospective buyers are waiting for more 
and better programs before they will purchase a set. 
In part, this must wait on further growth in television 
advertising. 

In summary, prospects for expansion of the televi- 
sion market come down to this: 

e No great expansion owing to major price reduc- 
tions is in sight for 1950. 

e Building of new stations, even if resumed this 
year, will hardly extend service to the remaining half 
of the population as rapidly as has been done for the 
first half thus far. 

e Whatever may be the further improvement in 
consumer attitudes towards television, the present 
potential market is already being covered rapidly. 

At the start of this year over 3.5 million homes had 
television sets, or roughly a sixth of the 22 million 
families to whom service is now technically available. 
However, a portion of these 22 million homes are not 
in an income bracket that makes purchase of a TV set 
practicable at present TV prices. 

Hence, sets in use already cover over one fifth and 
perhaps as much as one fourth of the homes that can 
afford sets and which are served by television pro- 
grams at present. On the basis of the expected 1950 
output, the number of TV sets: in use will double the 
present figure by the end of this year. This means that 
even with some moderate expansion in television serv- 
ice areas, perhaps a half of the market that is within 
the range of stations and that can afford sets will have 
been “sold” by the end of this year. 

The building of new stations and possibly further 
reductions in prices after this year will expand the 
potential market. It remains to be seen how much 
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demand all this will generate in comparison with the 
industry’s productive capacity of some five million 
sets a year. 

Television has soared to a multimillion annual pro- 
duction rate in less than four years. Automobiles, 
being a much higher priced item, did not expand as 
fast. But neither did refrigerators, which more closely 
approach television sets in price range. Radio also 
exhibited phenomenal growth in its early years and 
comes closest to approximating, although it did not 
match, TV’s record. Radio took six or seven years to 
reach comparable volume, just about twice as long 
as television. (See Chart 1.) 

The spectacular rise of television seems to point up 
the enormous development of the American economy. 
Higher per capita incomes and tremendous gains in 
mechanization and industrial facilities make it possible 
for new industries to grow with great momentum. 
At least this appears to be the case of new industries 
turning out a completely new product.t 

While TV manufacturers, distributors and retailers 


1Growth is not necessarily so fast for new industries putting 
out products in direct competition with existing ones, such as 
rayon and frozen foods. 


What Executives Say: 


have enjoyed profitable operations, station owners 
have suffered losses. Partly because of large initial 
capital expenditures, telecasting has not yet reached 
the money-making stage. National television adver- 
tising for the first three quarters of 1949 was running 
at a rate of around $15.1 million a year—about 7% 
of radio’s rate for national advertising during the 
same period.? : 

A considerable increase in number of television ad-. 
vertisers has taken place in the past year and a half. 


: 
Network and spot advertisers each have multiplied 


fivefold from June, 1948, to October, 1949, while local 
advertisers have increased tenfold in this period. The 
total number of television sponsors has risen from 234 
to 1,891.2 With expansion of the video audience, still 
greater numbers of advertisers will be attracted to 
the medium. This will, no doubt, make for more and 
bigger programs. 
Suirtey §. HorrMan 
Division of Business Economics 


1Based on figures compiled by Printers’ Ink, McCann-Erickson, 
Inc. Figures used represent expenditures for television and radio 
time only and exclude production costs. 


2Rorabaugh Report on Television Advertising, October, 1949. 


Outlook Brighter Now 


METAL MANUFACTURES 
Automobiles and Equipment: Expects Lower Profits 


“Inventories will be somewhat high at the start of 1950 
owing to loss of production because of strikes in the last 
quarter of 1949. Volume during 1950 will be moderately 
lower and the trend will be down.” 


“With lower prices of nonferrous metals, pig iron and 
scrap, inventories are down about 20%. They are about as 
low as they can be with present volume. We hope to main- 
tain them on the present basis.” 


“Barring unforeseen contingencies, profits in 1950 should 
be slightly higher than in 1949. We contemplate an in- 
crease in our business and more efficient operation and better 
control of our cost elements.” 


“We expect volume to be lower in 1950 and profits slight- 
ly less than in 1949. Total volume, however, should be well 
above prewar levels and a very satisfactory margin should 
result.” 


“There will be, we think, a very definite depression in 
1950. It will begin immediately after the first of the year, 
having gained some momentum between now and the first 
of the year, because of the steel strike. There will not be 
enough public works spending or defense program spending 
to offset this heavy reduction in most businesses in 1950. 
This spending for public works and defense programs is con- 
centrated in only a limited number of localities and is very 
‘spotty.’ ” 


“Profits in 1950 should be lower than in 1949. They will 
decrease more than our sales despite strenuous efforts to 
reduce operating expenses. The largest factor in the situa- 
tion will be an increase in our labor costs resulting from 
union negotiations. We have found it impossible to pass 
along this added cost in the form of a price boost.” 


Electrical Appliances and Supplies: Profit Outlook 

Good 

“Profits in 1950 ought to be better than in 1949. This 
will be caused partly by increased volume if it develops and 
no such severe drop in nonferrous prices as we had in 1949. 
Furthermore, we expect a lot of new capital expenditure to 
begin producing results.” 

“We expect profits in 1950 to be substantially greater 
than in 1949. Better retail selling effort and liquidation of 
high field inventories should contribute to greater sales vol- 
ume and more substantial profits.” 

“Profits in 1950 should be somewhat better than in 1949 
because we do not expect the terrific slump in appliances 
that took place in the early part of 1949. Nor do we expect 
the downward price adjustments which we were forced to 
make a year ago. This latter has a serious effect because of 
the practice of rebating to distributors on their own inven- 
tories.” 


Electrical Machinery: Sees Increased Selling Expenses 


“Our inventories at the beginning of 1950, will be about 
50% of what they were at the start of 1949. Our inven- 


canuary, 1950 


ory at the start of 1949 was excessive and not in keeping 
vith the present backlog, which is on the basis of about six 
mes our turnover. We expect our inventory to remain at 
his level and any future changes in inventory will be based 
rictly on business entered. The inventory should not go 
ower than it is at present if we are to operate satisfactorily.” 
- “Our profits for 1950 should be 20% below those of 1949. 
Chis will be because of increased selling expenses; changed 
sroduct-mix, which means we will be making a greater per- 
entage of low-margin items than we did in 1949; additional 
enefits for our employees which will reduce our final profit.” 


“If we continue under current operating conditions, profits 
‘or 1950 will be about the same percentage of sales billed as 
n 1949. Maintenance of a similar percentage of profit to 
nllings despite a somewhat reduced estimate for next year 
s possible because of the cumulative effect of manufacturing 
.djustments and efficiencies made throughout the past sev- 
jral years. Reduced labor turnover has reduced the cost of 
jupervision and training. Other economies, each small in 
tself but representing settling conditions, account for some 
mereased efficiency and flexibility in manufacturing opera- 
lions. These predictions will need to be modified, however, 
jo the extent that added fringe benefits or other costs are 
upplied to existing wage levels.” 

“We have seen a very definite falling off in the volume 
é small orders. Our backlog is becoming more and more a 
soncentration of individual orders of very high value such 
is always accompany construction of completely new plants 
or facilities by either the government or industry.” 


“Tt will be more difficult to produce profits in 1950 equal 
.o those of 1949 as present conditions, as seen by studies of 
the market, particularly foreign markets, indicate that we 
will have difficulty in maintaining sales volume approach- 
mg that of 1949. Competition has become much keener 
oricewise, and we fully expect a further increase in some 
of our purchase materials involving the use of steel prod- 
acts.” 


dardware: Maintains Adequate Inventories 


_ “At no time during 1949 have we instructed our purchas- 
mg or production departments to decrease inventories. We 
aave endeavored to have an ample supply on hand so that 
we would not suffer from a lack of certain sizes that would 
mterfere with our production.” 


Heating and Plumbing: Cost Reductions Achieved 


“Our production per man-hour has been definitely on the 
nerease since June, 1949. This has largely been owing’ to a 
inique sharing plan (not a profit-sharing plan) which so 
far has achieved remarkable results in increasing produc- 
‘ion, in materially increasing the earnings of our employees, 
and in enhancing company-employee relations.” 


“We expect profits for 1950 to be greater than those for 
1949. Our expense reduction program and modernization of 
our facilities will make this possible.” 


“Profits in 1950 should be better than in 1949, primarily 
9ecause the company suffered a heavy inventory loss in re- 
jucing the price of its raw materials (our inventory was 
very large). We have also reduced a number of our costs— 
ooth overhead and production—through better methods.” 
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“We entered 1949 with a large backlog of orders. The 
cancellation on that backlog was equal to about 15%, but 
current orders during the year were not up to what we 
regard as normal. A number of our customers held off 
buying, looking for lower prices. They also used up the 
inventory they had which was heavy since housing develop- 
ments were not so great as had been anticipated in pur- 
chases. Our orders in 1950 should therefore exceed those 
of 1949 by 60%. 


Industrial Machinery—General 


“T doubt whether profits will equal those of 1949 unless 
the economy absorbs general price increases to cover pen- 
sions and increased wage costs.” 


“We expect our profits for 1950 to equal if not exceed 
1949, mainly because of the addition of new products. On 
our present line of products, we expect profits to be about 
20% less.” 

“If the steel, mining and some other heavier industries 
operate at a fairly high rate of capacity during next year, 
we too should be able to—and without the overtime we have 
had until recently this year. At the end of September, our 
latest available figure, our dollar backlog had been reduced 
by 35% of what it was at the beginning of the year.” 


Industrial Machinery—Specialized: Earnings Favorable 


“Because of the recent strikes, we suffered permanent 
losses in sales of seasonal items which must be ready for 
sale by the spring selling season or not at all. We estimate 
that these losses in sales will amount to one month’s pro- 
duction from two of our seven factories.” 


“Our profit margin in 1950 will be as good as or better 
than that for 1949 since we will not be paying the heavy 
premiums to secure raw materials which we paid in the 
early part of 1949. We have had some reductions in the 
price of materials purchased by us and operations in our 
plants are somewhat more efficient. This increase in profit 
margins will not, however, be realized, if we are forced to 
increase our wage costs through installation of a pension 
plan or other direct or indirect increases in wage costs. For 
we do not believe we can increase our prices during 1950.” 


“Our earnings for the year just closing will be the great- 
est in our history. By comparison, the prospects for the 
coming year are uninteresting. Nevertheless, we may man- 
age some profit by conducting our affairs so that we can 
make timely reduction of facilities and adjustments in 
overhead costs.” 

“Profits for 1950 should approximate the amount we 
expect to realize in 1949. Previously, we anticipated they 
would be higher, but devaluation of foreign currencies will 
adversely affect export sales and consequently profits. The 
amount of this loss cannot be estimated.” 


“We are in the position of selling to an industry which 
has been hit hard by low prices for its product. Pessimism 
reigns in the North where labor costs are higher, but the 
Southern branch of the business is running full tilt. The 
result may be a migration to the South, such as oc- 
curred during the Thirties. Despite depressed prices, people 
still want our new machines because they can be operated 
so much more cheaply that it is difficult for a mill to run 
an older machine and still stay in the picture.” 


“Profits for 1950 should exceed those of 1949 by a small 
percentage. We believe our improved production methods 
will make for greater profits, but that we will have to offer 
some price reductions to get our share of the business.” 


Instruments and Controls: Reports Optimistic 


“We believe that while our forecasts should be optimistic, 
nevertheless we likewise feel that there are factors in the 
present conditions which do not justify much optimism. 
We are thinking currently in terms of a 10% increase in 
sales, anticipating that this will result from certain new 
products and new applications of existing products. How- 
ever, from an expense viewpoint, we will budget 10% less, 
in anticipation of certain decline. And we expect that it 
will be possible to accomplish some savings in the months 
to come.” 


“We do not look for any substantial upsurge in business 
during 1950, believing that the volume will continue at about 
the current levels. The automobile trade is catching up 
with the postwar demand, and the same applies to many 
other products. Since many major industries have com- 
pleted their programs of capital expansion, to a great de- 
gree this must be reflected in reduced orders for certain 
products which go into capital goods industries. However, 
we are looking forward to an improved volume through new 
products and new applications which should offset any 
general declining trend.” 


“We believe profits will be lower than in 1949 and con- 
siderably lower than in 1948. There is a certain amount of 
deliberateness in this, as we believe that the present condi- 
tions represent a postwar recession. This should be subject 
to some upward adjustment during the course of 1950. It is 
not our intention to shrink certain types of overhead activi- 
ties, such as sales and engineering, in line with present low 
levels of business. In other words, we expect to continue 
to process sales promotion and market extension activities 
and to continue a high level of product design in the inter- 
ests of the future. We will utilize some portion of income 
which might otherwise add to profits.” 


“Devaluation should have very little effect on general 
business. It should be more than compensated for by dis- 
tribution of insurance surpluses to veterans. There seems to 
be a fair chance that prices will remain comparatively 
stable. This should bring a lot of hesitant buyers back into 
the market. In view of this, I look to 1950 with a fair 
amount of optimism.” 


Machine Tools: Volume Improvement Seen 


“We expect the 1950 profit picture to be slightly better 
than 1949. This outlook is justified by the larger sales vol- 
ume, as well as by economy measures in various opera- 
tional areas during the past year. At that, we expect the 
1950 profit to be somewhat below what we would consider 
normal for this type of business.” 

“We do not feel that any permanent losses have resulted 
from the recent strikes. There have been serious losses in 
time, however, as many sales which should have been closed 
during this period were delayed.” 

“We expect some slight improvement profitwise in 1950 
as compared with 1949, owing to heavy 1949 expenses in 
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revitalizing our sales force and publishing new mail pieces, 
The larger part of this expense will be over the dam in 
1949, but we will have a larger sales force in 1950. If this 
sales force is able to produce a reasonable increase in new 
orders as planned, we can expect a better profit picture.” — 

“It is virtually impossible to determine whether the de- 
cline in business attributable to the recent strikes in the 
coal and steel industries represents a permanent loss or sim- 
ply a delay. To be sure, our incoming orders during the 
past month have declined a little, perhaps about 5%, but 
we frankly expected them to drop a lot more sharply than 
this.” — 

“We would like to see our inventories decrease somewhat, 
for we have more than enough to do a real job for out 
customers. We have been piling up finished goods inventories 
in the past year solely to create employment for our people. 
We hope it will be possible, if business is good, this next 
year, to liquidate some of this inventory so that we will 
be in a more liquid condition for the next period of read- 
justment.” 


Office Equipment: Increased Production Imminent 


“A number of factors will encourage increased production 
in the industry, at least during the first six months of 1950 
The artificial pent-up demand created by shortages through 
the coal and steel strikes will stimulate the filling up o} 
pipe-line inventories to an operating level. The inflatior 
incident to the government’s policy of deficit financing, plu: 
the substantial insurance refunds to veterans, will account 
for considerable stimulation of purchasing power.” 


“We fully expect that profits for 1950 will be as great a: 
if not greater than 1949. We base this expectancy upor 
an increased volume of business and reductions in cost owin§ 
to improved methods, better equipment and machinery an¢ 
other labor-saving devices. The reduction in costs will 
probably be realized despite the fact that we may be faced 
with higher wage rates and fringe concessions to our union.’ 


Steel: Strikes Take Toll 


“Tt is hoped that net income for 1950 will equal or ex: 
ceed net income for 1949. However, much depends on the 
net cost of pensions, which in turn depends on social legis 
lation to be considered in the next session of Congress 
Whether or not a price increase on steel products material 
izes to compensate for the increased cost of pensions an¢ 
social insurance is also an important factor to reckon witl 
in estimating next year’s income results.” 


“The recent strikes have resulted in some definite anc 
permanent losses to us, largely in the form of expenditure 
which cannot be recouped from sales. Sales volume, wi 
feel, has merely been delayed and not permanently lost.” 


“As one of the victims of the steel strike, we lost all ow 
production during the strike period. How much of it wil 
be regained because of postponed purchases and how mucl 
will be lost permanently because of loss of consumer pur 
chasing power are matters for conjecture. The purchase o 
durable goods, the principal end product of steel, can bi 
postponed. During the war we learned that such postpone 
ment can extend over a much longer period than we hat 
previously thought possible. Frankly, I believe that som 
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es are completely lost because of postponement, but to 
anslate this into weeks of normal production seems impos- 
le.” 


“We expect the demand for steel in the first half of 1950 
| be at about the same rate as for 1949. Orders may drop 

in the last half of the year but we do not expect to see 
y drastic reduction in the demand upon us.” 


“As a producer of strip steel with limited competition in 
is area, we could not say that any degree of permanent 
ss will occur from the recent strike. Undoubtedly, our 
istomers have had some permanent loss, in the sales they 
uuld have made that have been supplied by competitors 
other areas who may have been able to get steel to oper- 
ie. As far as our order book is concerned, we are merely 
ing up a big backlog that will make it necessary for us 
» return to allocation when we resume operations.” 
.“As a semi-integrated steel producer, the prices we have 
_ pay for both scrap and pig iron are important profit de- 
inants. What course these raw materials will take in 
50 is difficult to anticipate since they do not necessarily 
llow an economic pattern over a short-term period.” 


liscellaneous—Metal: New Orders Increase 


“We are expecting new orders for 1950 to exceed the new 
rders for 1949 by 20%. This increase will not be sufficient 
» keep our plant operating at our 1949 production level, but 
cannot see an increase in demand sufficient to produce a 
lume in our particular line to keep our plant in operation 
, 100% capacity.” 
“On the assumption that present wage and material price 
vels will continue to prevail during 1950, indications would 
pint to a reduction in profits as a result of expected lower 
ues volume.” 


OTHER MANUFACTURES 


uilding Materials and Supplies: Costs Continue to 
Increase 


“We have spent considerable money on our plants in re- 
ant years, but the benefits we expect will probably be in- 
ifficient to offset increases in the cost of labor and coal— 
ur two principal expenditures. We look for an increase in 
ur unit costs for 1950. Hence, unless we are able to obtain 
n increase in our selling price or an increase in our volume 
f business, the prospects are for a decline of from 10% to 
5% in our net earnings in 1950 as compared with 1949.” 

“We expect profits for 1950 to fall off somewhat from 
949. Our costs are continually increasing while the ability 
) increase our selling price has not kept pace. Therefore, 
ith comparable volume, the profit trend should be slightly 
ownward, although we are making every possible effort to 
fect economies in operation and distribution which will to 
yme extent offset this trend.” 

“We expect our profits for 1950 to more than double 1949. 
his is because our new unit will increase our capacity more 
1an 50%, while our man power and overhead costs will 
crease very little.” 


hemicals: Favorable Business Anticipated 


“We have so far seen no loss of any kind as a result of 
1e strikes, but we expect it momentarily. As a matter of 


fact, October was the biggest month we ever had in both 
dollars and volume of goods shipped. Perhaps this was 
caused in part by people trying to beat the deadline when 
the effects of the strikes would hit them. We therefore antici- 
pate losses in volume as a result.” 


“The demand for our product tends to vary directly with 
general business activity and a severe decline in business 
as the result of strikes would undoubtedly affect this de- 
mand. The amount consumed by the iron and steel industry 
is small, so the strike in the steel industry has not yet had 
any important direct effect on our sales. Indirect effects 
may be apparent later, but unless a general business decline 
follows from the steel strike (which we consider unlikely) , 
the loss of sales, if any, would not be permanent but would 
rather represent a deferment. This year we have already 
experienced temporary declines.” 

“Our business in 1950 will be controlled almost on a 
month-by-month basis. In general, our gross profit rate has 
been decreasing during the past two years. This of course 
is due to the fact that costs have increased too rapidly, and 
we have not felt that selling prices could or should be ad- 
vanced to keep pace.” 


“In our own company we are expecting sales for 1950 
to exceed 1949 by 10% to 15%, but part of this increase 
will be due to new lines which are just becoming well estab- 
lished, rather than to strictly normal growth.” 


“We have added some additional production capacity to 
our principal plant, and expect an increase in volume of 
production and sales of approximately 15% for 1950 over 
1949. Our backlog of orders upon entering 1950 seems to be 
considerably less than at the beginning of 1949. During 
1950 we expect a complete return to seasonal influences, 
which have been absent during the past several years be- 
cause of a shortage of supply of our products.” 


“Earnings for the year 1950 are expected to be somewhat 
higher than in 1949 owing to an anticipated increase in sales, 
some reduction in prices of raw materials and to economies 
in operation which were effected during 1949. The reduc- 
tions in cost will be offset to some extent by anticipated 
small wage increases and decreased selling prices for some 
products.” 

“No important permanent losses have as yet resulted from 
the strikes. Any losses incurred by our customers, how- 
ever, will naturally affect their ability to make future pur- 
chases from us.” 


Food: Strikes Mean Permanent Loss 


“We look for our inventories to be about the same in 
units but somewhat down in dollar value because of the 
lower price of one of our most important ingredients. It 
may be that we will have to go out into the market to buy 
one commodity, with the prospect of six or seven months’ 
storage. If this is the case, our inventory will be better than 
doubled.” 

“We have had a reasonably high rate of cancellations and 
delayed shipments as the result of strikes, especially, of 
course, in the steel and coal districts. We deal in a food 
product which if not purchased one day is not purchased 
in a double quantity another day. This has resulted in some 
permanent loss, but so far it has been exceedingly minor.” 
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“The recent strikes have meant a permanent loss of busi- 
ness for the food industry. As income declines, consumers 
are forced to shift to less expensive foods, reduced varieties, 
and perhaps smaller quantities. Although it is difficult to 
develop an exact measure on the extent of loss in business, 
I believe the approximate two months’ strike will result in 
the equivalent loss of a week’s business to the food indus- 
try. Perhaps the depletion or reduction in household inven- 
tories of foods may act as a stimulating factor in the 
months ahead.” 

“Profits in 1950 should compare favorably with profits of 
1949. We look for a better turnover on a lower price 
bracket.” 


Mining and Quarrying: Losses from Strikes 


“Permanent losses have occured in the amount of idle 
expense we have had during the recent strikes. We are pro- 
ducers of iron ore and while the iron ore is not being mined 
the expense of maintaining our organization remains sizable. 
Furthermore, the crews on some of the Great Lakes boats 
have been maintained, although most of these are now dis- 
missed because little more ore will be carried this season. 
The pay which is given these crew men does not represent 
pay for any productive work.” 


Paper and Products: Budgeted Profits Remain Stable 


“Since paper is a nondurable item, sales losses occasioned 
by the current strikes are unquestionably permanent losses. 
We have experienced some such losses in the Pittsburgh area 
and in the Duluth-Minneapolis area, but the extent has 
been slight up to the present time. We do not believe that 
it will exceed more than two or three days’ production.” 

“Our budgeted profit for the 1950 fiscal year is expected 
to show a slight increase over 1949. More efficiency in 
manufacturing, increased volume, lower material cost, and 
better control of general expenses should achieve this.” 


“Since the buyers of our products are likely to enter 1950 
with low or normal inventories, we expect new orders to 
exceed those of 1949 by perhaps 10%.” 


“Our budgeted profits for 1950 will probably show approxi- 
mately what we budgeted for 1949, but until the full effect 
of the devaluation of currencies (which affects the paper 
industry in a major manner) is finally determined, it is going 
to be difficult to make a good prediction. Much of the raw 
material in the paper industry which is imported has not as 
yet reflected the full impact of the devaluation, so that fore- 
casts on profits may be inaccurate.” 


Petroleum and Products: Some Losses Due to Strikes 


“Inventories are planned on the basis of predicted sales 
and production for a period twelve months in advance. 
Consideration is given to the seasonal nature of demand 
and to both production and storage capacities. Programs are 
in effect at all times to maintain inventories at scheduled 
or desired levels. In 1950 there will be no trend in our 
inventories other than perhaps a small increase in some 
individual stocks at the peak of seasonal accumulation ahead 
of the period of peak monthly demand.” 


“The manufacturing and marketing of petroleum products 
does not conform to the general pattern of industry wherein 


orders are placed well in advance for specified quantities 
and delivery dates. The bulk of petroleum products is sold 
and delivered as needed at the then current prices.” 


“We believe that we have suffered permanent losses due 
to the recent strikes. Our principal loss has been reflected 
in a lower consumption of motor fuel. However, the lack 
of funds to spend has no doubt contributed to a drop in the 
amount of total sales of all products marketed by us. It is 
not possible for us to express these changes in terms of weeks 
of normal production or sales.” 


Rubber and Products: Profits May Take Downturn 


“As for general business in 1950, the question in my min¢ 
is whether government spending will pick up the slack 
caused by the plant expansion slump. Large corporations 
have finished their plant expansion, which was in force i 
1946-1947 and 1948, and now industry in general must de 
pend upon a more normal pattern of nationwide consump- 
tion.” 


“There is a probability that profits for 1950 will be lower 
than those for 1949. This would be partly due to increased 
production capacity, which has sharpened competition, and 
partly to increased costs which cannot be made up in in 
creased prices.” 


Textiles and Products: Increase in Business Predicted 


“A year ago our industry was in about an even position; 
today our industry, on the average, is sold ahead some ten 
to twelve weeks.” 


“During the year 1949 we will show a moderate loss i 
operations. We do not expect at this time that 1950 will 
be much of an improvement over 1949.” 


“Tn the textile industry, sales to consumers which are lost 
are usually a permanent loss. There has been some reduction 
in sales in the communities affected by the recent strikes 
The retail buyers generally have adopted a cautious buying 
attitude. We would guess that the strikes have resulted i 
a loss of at least a week of sales throughout the industry.” 


“The textile industry went through the wringer the firs 
six months of 1949. There has been substantial improve 
ment in the last six months. We expect business to be a 
good during 1950 as in the last half of 1949. Sales an 
production should be considerably higher during 1950. W 
would guess that the industry curtailment in the first hal 
of 1949 was the equivalent of eight weeks production, a 
least half of which will be made up next year.’ 


“Our present feeling is that the current strikes will nol 
have a material effect on industry generally and business 
will be good next year in terms of the depreciated paper 
currency. The distribution of the veterans’ insurance divi- 
dend should offset any current curtailment in purchasing 
power. The increasing expense by the government for mili- 
tary aid, contemplated housing expenditures and othe 
government deficit financing should maintain employmen 
at a high level. Business activity and national income shoul 
not be much different from this year.” 

“We expect profits for 1950 to be better than those fo 
1949 and attribute any difference to an increased volum 
in business and more efficient operations.” 
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